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SILVERADO BANKING, SAVINGS AND LOAN 

ASSOCIATION 


Tuesday, May 22, 1990 
House of Representatives, 

Committee on Banking, Finance and Urban Affairs, 

Washington, DC. 

The committee met, pursuant to call, at 10 a.m. in room 2128, 
Rayburn House Office Building, Hon. Henry B. Gonzalez [chairman 
of the committee] presiding. 

Present: Chairman Gonzalez, Representatives Annunzio, Neal of 
North Carolina, Barnard, Schumer, Carper, Kanjorski, Kennedy, 
Pelosi, Hoagland, Neal of Massachusetts, Engel, Wylie, Leach, 
Shumway, Parris, Roukema, Dreier, Hiler, Roth, McCandless, Bun- 
ning, and Paxon. 

The Chairman. The committee will please come to order. We 
will try to get some of the preliminaries out of the way. The fact is 
that this is a continuation of the hearings that were initiated last 
year. 

In truth, it really is a continuation of what was initiated at the 
very outset of the 101st Congress, even before the committee was 
organized. On January 4 and 5, and then on the 10th we had hear- 
ings. And then later that month and in February we had hearings 
on everything from — well, we started out with Third World debt, to 
leveraged buyouts, and the impact these issues had on the safety 
and soundness of our banking and financial system, which is funda- 
mental and of paramount importance as our basic predicate. 

The American taxpayers are facing the possibility of a bill for 
$500 billion to clean up the debris left from the great savings and 
loan collapse of the 1980’s. Today’s hearing, like earlier sessions in 
this series, are designed to give the public an idea of what hap- 
pened. 

I have said all along that if we don’t know where we are coming 
from, we don't know where we want to go, why the costs were al- 
lowed to mount so high, and most importantly, what can be done to 
make certain that there is never a repeat performance. 

Like Charlie Keating’s Lincoln Savings and Loan, Silverado 
Banking, Savings and Loan Association roared into the Deregula- 
tion Saloon of the 1980’s with all guns blazing. 

Quickly, Silverado took advantage of liberalized investment rules 
and the relaxed capital and accounting standards. With go-go de- 
regulation in vogue, Silverado moved vigorously into loans secured 
by c omme rcial real estate and unimproved land bolstered by inflat- 
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ed appraisals. In the mid-1980’s these loans represented almost % 
of the institution’s total assets. 

The origination fees from this high-risk lending greatly inflated 
Silverado’s profit picture. In fact, from 1983 through 1985 the origi- 
nation fees actually were the majority of Silverado’s profits. Under- 
neath these fees were bundles of soft loans destined to go sour. 

Once again, we must marvel at the seeming inability of the thrift 
regulators to use preventive medicine. Even in the deregulatory at- 
mosphere of the 1980’s, it did not take a regulatory genius to know 
that Silverado was playing an explosive and dangerous game. 

Growth numbers were running off the chart — some 350 percent 
from 1980 to 1983. In 1984, alone, the assets jumped by 250 percent. 
Examiners were spotting the problem loans and questionable oper- 
ating methods, but the decision-makers at the Topeka Federal 
Home Loan Bank and the Federal Home Loan Bank Board in 
Washington could never make the hard decisions to employ strong 
preventive medicine. 

The regulators undoubtedly leveled a small forest to provide the 
paper for the warnings — the little “please don’t do it again’’ direc- 
tives — that flowed forth after each visit to the institution. 

Clearly, these “tiptoe through the tulips” warnings were not ef- 
fective against the mind-set of the Silverado management and 
board of directors. If the regulators didn’t like a particular brand 
of explosive, the Silverado management would happily go back to 
the store room and use another equally dangerous mixture. In the 
end, they were going to blow the institution sky-high. 

Incidentally, one of the original names of this institution was 
mile high. In their prepared testimony this morning, the regulators 
include this understatement: “In restrospect...it is obvious that Sil- 
verado’s board and management merely paid lip service to the seri- 
ous warnings given by the FHLB of Topeka examiners.” 

In 1987 and 1988 with the patient lying on the operating table 
and vital signs virtually nonexistent, the regulators started getting 
a little more serious, but, it was too late. Another billion dollars of 
losses was headed down the tube. 

Even in June 1987 with a devastating report in hand, the Princi- 
pal Supervisory Agent, Kermit Mowbray, President of the Federal 
Home Loan Bank of Topeka, resisted hard-nosed action on ordering 
reappraisals of property in Silverado’s portfolio. Summaries of a 
meeting quote Mowbray as telling his fellow regulators: “the FHLB 
is not going to appraise institutions out of business,” suggesting 
that economic conditions would improve in Colorado and “asset 
values would recover” 

Variations of that statement are etched on the tombstone of 
every defunct sayings and loan across the Nation. 

Mr. Mowbray is the same Federal Home Loan Bank President 
who approved a steady flow of loans from the Topeka Bank to Sil- 
verado, loans that along with brokered deposits helped fuel the in- 
stitution’s risky adventures. Incidentally, the committee asked Mr. 
Mowbray to be here this morning, but last week he boarded a 
plane for Greece. I trust the committee will make certain that we 
have Mr. Mowbray’s appearance after he suns himself in the Gre- 
cian atmosphere. 
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Much of Silverado's high-flying was in the same stratosphere 
with the Lincolns and the CenTrusts, but the Denver thrift wins 
the title for the most creative self-financing mechanisms. 

At one point the institution traded real state for preferred stock, 
a device that overnight made the regulatory capital look golden. 
Later, Silverado’s dream-team came up with a scheme called “Quid 
Pro Quo.” In this game, borrowers were asked to inflate their loan 
requests with the surplus going into Silverado’s steck. A million- 
dollar borrower, asking for a million dollars, would be handed a 
loan for $1.2 million. The extra $200,000 would be plowed back into 
Silverado stock or troubled assets. 

Faced with growing problems in its huge commercial real estate 
portfolio, management decided to throw the loans into a huge pool 
and sell participations in the pool — a scheme management hoped 
would prevent classification of individual assets that had gone bad. 
They had hoped to convince the world's junk bond king, Drexel 
Burnham Lambert, to take a big chunk of the pool. Drexel looked 
at the pool and walked away. Even the junk-yard dogs would have 
no part of this toxic pool. 

The creative and complex schemes manufactured by Silverado 
clearly confused and overwhelmed the regulatory machinery. At 
various times, everyone from the independent auditors to the 
Office of Regulatory Policy and Supervision (ORPOS) to the Bank 
Board’s chief accountant and the Board’s Office of General Counsel 
were running around with conflicting opinions about various as- 
pects of the loan pool. 

On some key issues it was ORPOS and other Washington staffers 
saying no to Silverado’s position; the General Counsel and the 
Chief Accountant saying, yes. Out in the field, the people on the 
firing line had to try to maneuver around the conflicts in Washing- 
ton. This Keystone Kop routine did nothing but aid and abet Sil- 
verado’s effort to obscure its declining financial fortunes. 

Once again, the fail-safe mechanisms failed. Some of the board of 
directors were more interested in their own financial dealings than 
in the health of the institution they had sworn to protect. Other 
directors seemed to accept whatever scheme management was put 
before them, good, bad or indifferent. The regulators were painfully 
timid, hoping that management and the board would do the right 
thing eventually. Finally, when all was lost the regulators became 
vigorous. But, doctors who show up only at the funeral home aren’t 
much help. 

With that, the Chair recognizes Mr. Wylie. 

Mr. Wylie. Thank you very much, Mr. Chairman. 

Mr. Chairman, I again offer my commendation to you for your 
continual quest to determine the causes of the savings and loan de- 
bacle, which is rapidly becoming one of the sorriest episodes in our 
history. As chairman of the committee, you have shown great cour- 
age in pursuing the causes of this crisis, no matter where the trail 
led. 

In past hearings the committee has uncovered fraud, greed, and 
abuse that many thought unimaginable. It now seems that Michael 
Wise, Robert Lewis, Richard Vanderpool and Jim Metz of Silverado 
should have their names added to that list of S&L executives who 
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are responsible for the bill that has been handed to the American 
taxpayer for the thrift crisis. 

These individuals were paid excessive salaries and benefited sig- 
nificantly from certain securities transactions at a time when the 
institution was failing, all at the expense of the taxpayer. The 
senior management of Silverado created some of the most sophisti- 
cated transactions we have yet seen in the thrift industry to hide 
the institution’s losses for personal benefits, transactions to which 
you have alluded, Mr. Chairman. 

Although it is certainly true that the Denver area, where Silver- 
ado was based, suffered a severe economic downturn during this 
time period, many of the practices conducted by Silverado would be 
improper in any economic environment. We must encourage the 
regulators to pursue unsafe and unsound banking practices, no 
matter what the economic environment. 

Many of the transactions we will hear about today were highly 
complex and not easy to understand. I will be interested in learn- 
ing about Silverado’s loan pool, its quid quo pro program, its real 
estate for stock deals, and the creation of its holding company. 

These deals were dreamed up by the senior management I 
named earlier to the detriment of federally insured depositors and 
ultimately the taxpayers. I am also interested in what the regula- 
tors were doing about this institution. 

I would thank the witnesses who appear before us today for their 
cooperation in preparing for these hearings. I must say I am disap- 
pointed that two former regulators who have unique insights to the 
early regulation of Silverado have declined the committee’s invita- 
tion to testify, and I think as the chairman stated that the testimo- 
ny of Kermit Mowbray, the former President of the Federal Home 
Loan Bank of Topeka would be invaluable to the committee in un- 
derstanding what was going on at Silverado. 

In our oversight of the S&L crisis, we have too often seen that 
lax regulation led to the fraudulent practices we have heard about. 
Today we hear from the regulators and Silverado’s accountants. In 
an anonymous letter addressed to Federal Home Loan Bank Board 
Chairman Danny Wall and Topeka Bank President Mowbray, that 
was also copied to Silverado’s accounting firm, the writer asked 
some important questions concerning Silverado. 

A few of them were, why did Silverado forgive personal guaran- 
tees on the Ken Good loans, and who thought they would profit 
from picking up Good’s stock? 

What kind of underwriting did Silverado really do in making its 
sweetheart loans and who papered the files or caused it to be done? 
How much have the top four officers milked out of the company 
over the past 6 years in terms of salaries and loans that have not 
been repaid or reported as salary on W-2’s? 

Why should taxpayers foot this bill? The questions in this anony- 
mous letter are good ones, and this anonymous letter has been 
made public. I thought, Mr. Chairman, it might be good to have 
that made a part of the record at this point, if you have no objec- 
tion. 

The Chairman. Hearing no objection, it is so ordered. 

[The information referred to can be found in the appendix.] 
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Mr. Wyuk. Finally, Mr. Chairman, I would like to touch on one 
area that concerns me. I have been extremely worried that our 
committee’s exploration of the thrift crisis has threatened pending 
litigation against those who have placed this problem on the backs 
of the American taxpayer. 

I am told that Charles Keating, himself, has used the Banking 
Committee’s transcript from the Lincoln hearings in his defense. I 
am sure that you share my goal that every cent of ill-gotten gains 
that can be recovered from S&L executives must be returned to the 
Federal treasury and proper penalties handed down. 

It is only fair to the government’s attorneys and defendants that 
we not try their case in the hearing room. Once a verdict is handed 
down, we must be swift in demanding restitution for the taxpayer. 
However, before that time the committee must demonstrate discre- 
tion as to not prejudice any legal action. 

Again, I want to commend you for continuing the committee’s in- 
vestigation into the thrift debacle. I look forward to hearing our 
witnesses’ testimony today. Thank you, sir. 

The Chairman. I appreciate your kind and generous remarks. As 
I have said before, time and again, it is your equally invaluable 
leadership that has enabled the committee to function together 
with the ranking Members on both sides. Without that, I don’t 
guess we could do much. I would like to say this, that it is our 
intent to subpoena those witnesses who declined the committee’s 
invitation to appear. I have instructed the staff to prepare subpoe- 
nas as soon as we are able to get 27 members present. And I am 
sure you will join with me to see that some of the witnesses — we 
decided to invite, as we did during the last hearing, and up until 
Friday we listed witnesses that had indicated they would be here. 
Then at the last minute, Friday night and even yesterday, we had 
notice they would not be appearing. So I think we have no alterna- 
tive but to subpoena these people, and I hope we can get the join- 
der of the sufficient number of our colleagues to do so. 

Mr. Wylie. I certainly will join you in that effort, Mr. Chairman. 

The Chairman. Thank you very much. 

With respect to strong enforcement, in the bill we passed last 
year we had probably the strongest enforcement provisions in the 
history of any legislation. We made it possible, for instance, to 
reach out and cover lawyers and accountants, and gave power to 
the Attorney General to freeze assets, so it was with a great deal of 
alar m that about 3 weeks ago, I saw where the Attorney General 
was saying that he didn’t intend to fully utilize those prerogatives. 

I was happy to see that as of about 10 days ago he was seeming 
to change his mind. On the basis that the recommendations he had 
received were to the effect that they wouldn't use those full powers 
in white collar or corporatecrime cases. 

Well, that is exactly where we were intending it to be used. So I 
hope that we will get the clear intention of the Congress last year 
that we would do exactly what you are saying, that we would do 
everyt hing on our part to enable the executive branch to pursue 
and recover as much as possible. 

It was with a great deal of distress that I have seen a refusal to 
use the mechanisms to freeze assets. We have said also from the 
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beginning, and I think we have been rigorous about observing that, 
that this is not a judicial body. 

It is not a prosecutorial body, but it is the Congress exercising 
one of its three basic powers left to it, even though there has been 
some erosion in the other two, and the Supreme Court itself has 
repeatedly held that notwithstanding any pending judicial transac- 
tions or investigations by other agencies, that the right of the Con- 
gress to know is paramount and supreme, and this is what we are 
about. 

We are not casting judgments, and we are not asking the witness 
to cast judgments. The witnesses will report to us on the basis of 
their knowledge with respect to the matter at hand, and that is it. 
Mr. Annunzio. 

Mr. Annunzio. Thank you, Mr. Chairman. 

I join the other members of the panel in commending you for 
holding these hearings today. Like your previous hearings on par- 
ticular failed savings and loans, they help us focus on what the di- 
rectors of the institution, the regulators, enforcement agencies did 
or failed to do. 

Mr. Chairman, if it weren’t for the tragic consequences to the 
taxpayers, Silverado would make a wonderful prime-time television 
soap opera. It would rank up there with “Dallas” and “Falcon 
Crest.” But we are not going to have to wait for a fictional soap 
opera to be written because today and tomorrow we will see the 
real soap opera unfold. 

We will hear about officers and directors of Silverado who used 
the institution for their own greedy purposes. We will hear about 
members of the board of directors of that institution who falsified 
conflict of interest statements. We will hear about a scaled quid 
quo pro program which is nothing more than a scheme of bribes, 
kickbacks which was actively supported and, in fact, used by the 
board of directors. 

We will hear about regulators who failed to examine Silverado in 
depth for a 3-year period, and some of the regulators even refused 
to take action against the institution when it was recommended by 
examiners. 

We will see the beginning of perhaps a cover-up on the part of 
the regulators and the Justice Department, to prosecute those who 
are responsible for the taxpayers’ losses at Silverado. 

Last week officials from the Office of Thrift Supervision, OTS, 
briefed the staff of this committee on Silverado. Officials from OTS 
began the briefing by announcing that Neil Bush, the son of the 
President of the United States, a director of Silverado, was not in- 
volved in the collapse of the institution. 

That was an interesting statement since it will be shown during 
these hearings that Neil Bush went along with the so-called quid 
quo pro program, and that in some cases he directly or indirectly 
received funds from some of the loans made to borrowers at Silver- 
ado. 

It is also interesting to note that in today’s testimony from OTS, 
Neil Bush’s name is not mentioned until page 57, and then the wit- 
nesses refuse to discuss Mr. Bush’s role in the collapse of Silverado, 
claiming that the matter is the subject of a formal administrative 
hearing. 
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This is the same agency that openly discussed matters involving 
Lincoln Savings and Loan and Charles Keating, and Contrast and 
David Paul. 1 hope this selective concern for the constitutional 
rights of individuals on the part of OTS will not affect the legal 
proceedings if and when they are brought before the Justice De- 
partment. 

Yesterday, the Office of Thrift Supervision briefed members of 
the press about today’s testimony. Why is it that the OTS is so in- 
terested in letting the press know what went on in Silverado, yet 
when this committee was investigating Lincoln Savings and Loan 
and CenTrust, OTS gave the press no information? 

Are we seeing an attempt at a cover-up by managing the news? 

Silverado presents a case where the directors of the institutions 
failed in their duties. Loans presented to the board for approval 
were often approved with very little discussion. The directors ap- 
parently never questioned the quid quo pro program in which Sil- 
verado loaned money to borrowers to indirectly buy stock in the in- 
stitution. 

This program allowed Silverado to apparently increase capital as 
it added assets to its books. This deceptive means of boosting cap- 
ital was accepted by the Silverado Board. The loans approved by 
the Board were often supported by overblown real estate apprais- 
als. The appraisers were selected for their creativeness in develop- 
ing methods to support their appraisals rather than for the accura- 
cy of the appraisals. 

No tricks escaped them, such as using New York City’s valu- 
ations for Denver properties. In one case the appraiser used a New 
York value for Denver air rights, even though there was a 22-year 
supply of the Denver air rights available. Despite these question- 
able valuations, the board never once raised a question of whether 
the appraisals supported the loans being presented. 

The loans carried origination fees, interest reserves and funds for 
stock purchase, walking around money for the borrowers far in 
excess of the amount of loan the borrowers originally sought. The 
Silverado board never questioned the appraisals of the loan. The 
board members, including the outside directors, had cozy relation- 
ships that gave them reasons not to question the loans presented to 
them. 

Often, the loans were going to benefit other board members or 
projects other board members had an interest in. It was easy 
enough for the board members to go along and to get along. 

Where were the regulators and the law enforcement officials 
during the time all this was going on? The Federal Home Loan 
Bank Board conducted a comprehensive examination of Silverado 
in August 1983. It did not conduct another comprehensive exami- 
nation until December 1986. 

In the interim there were some targeted examples, but in es- 
sence, Silverado went without a full examination for over 3 years, 
k it any wonder that the institution ran wild during that period? 
When the bank board examiners finally returned to Silverado in 
late 1986 to begin an examination that was to last over 6 months, 
they r ecogniz ed that things were not as they should be. 

In fact, they realized that there were serious problems. They 
began to make criminal referrals to the Justice Department. Three 
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years after the criminal referrals began, not a single officer, direc- 
tor, shareholder, borrower of Silverado had been charged with any 
offense, let alone tried or convicted. 

To date there have been 11 referrals to the Office of Thrift Su- 
pervision; the various Federal Government regulatory agencies, in- 
cluding five to the Justice Department for criminal action. Some 
officials at OTS have even met with the Justice Department, have 
given them a step-by-step procedure for prosecuting the Silverado 
wrongdoers. 

They showed the Justice Department how to make the case, how 
to win the convictions, but so far Justice has refused to do any- 
thing. Yesterday I asked OTS to give me the dates when the crimi- 
nal referrals were made to the Justice Department. The OTS in- 
formed me that the Justice Department has refused to allow OTS 
to release that information. 

I can only wonder, is this also a part of the cover-up? 

The American people are sick and tired of the Justice Depart- 
ment being a toy poodle rather than a pit bull when it comes to 
S&L crimes. People ask me when are the S&L crooks going to jail? 
If the Justice Department does not investigate the criminal refer- 
rals that it gets, the answer is never. 

Last year this committee strengthened the criminal laws for offi- 
cial institution crimes. We lengthened the statute of limitation for 
prosecuting crooks. We authorized $25 million over 3 years to in- 
vestigate the cases. The Justice Department is dragging its feet on 
these cases. It claims it does not need all the money, even while 
cases such as the Silverado criminal referrals linger, and do not 
forget the Silverado losses may be as much as $1 billion. 

The American people want Justice done in the S&L case. I hope 
the Justice Department is listening to these cries and starts giving 
these cases the attention they deserve. Perhaps the only way we 
can put the savings and loan crooks in jail is to replace the Justice 
Department with the Teenage Mutant Ninja Turtles. 

I want to say in conclusion that on the floor of the House when 
Mr. Bush, the President, was discussing the S&L bailout, when he 
asked for 45 days in which to give him the tools to work with so 
that we could save the savings and loan industry, he said, “We 
must never allow this to happen again in America.” And that, Mr. 
Chairman, is what you are attempting to do. We are carrying out 
the instructions of the President. We must never allow this to 
happen again. 

The Chairman. Mr. Leach, do you have a statement? 

Mr. Leach. No statement. 

The Chairman. Does any Member, Mr. Schumer or anyone on 
our side have a brief statement to make? 

Mr. Schumer. Mr. Chairman, I would just make one point follow- 
ing up on what you and Mr. Annunzio said in terms of the Justice 
Department and its activities in this area. 

We allocated in FIRREA $75 million for prosecutions. We 
thought that was the minimum they could use. They only request- 
ed $49 million, so there is still $25 million they could use. In hear- 
ings in my Subcommittee on the Judiciary, and as you know we 
were instrumental with this committee in writing the law last 
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Friday, what came out was that the directors of the FBI offices had 
requested many more agents than Justice was giving them. 

The U.S. Attorneys throughout — for this year, to look into S&L 
fraud, the U.S. Attorneys for the country had requested many 
more Assistant U.S. Attorneys and staff support than the Justice 
Department was giving them. In fact, only 47 percent of the FBI 
agents requested were granted, only 51 percent of the U.S. Attor- 
neys requested were granted, and so we certainly don’t see Justice 
going all out in this area. 

It is pretty clear that if you ask the rank and file people doing 
the prosecutions, they need more help, and yet they are not getting 
it in terms of the personnel and the dollars that we were willing to 
allocate. 

That is all I have to say, Mr. Chairman. 

The Chairman. Yes, Mr. Shumway. 

Mr. Shumway. Mr. Chairman, normally at the outset of a hear- 
ing like this, like you I extend thanks to the witnesses for appear- 
ing and then I normally say I look forward to hearing their testi- 
mony. I really can’t say that today, because I know what is going 
to be laid out before the committee is going to be a sordid tale of 
deceit and deception, and it is not the kind of testimony that 
anyone would look forward to hearing. 

Nevertheless, I think it is important that we have hearings such 
as this because certainly it helps us refine our focus and particular- 
ly concentrate on those areas of the law that perhaps we might 
better enforce, more finely time so that problems like this can be 
dealt with adequately and perhaps avoided in the future. 

For that reason, Mr. Chairman, I commend you on holding this 
hearing, and even though I don’t look forward to the testimony of 
the witnesses, I would like to thank the witnesses for being here 
this morning. 

The Chairman. Well, thank you, Mr. Shumway. 

I will add to that by saying that it certainly wasn’t my wish to 
have to hear anything. I would prefer to have had a much rosier 
situation once I was elected chairman of this committee, but that is 
our task, and it is sad and somewhat distasteful. 

Mr. Hoagland, did you have anything? 

Mr. Hoagland. I have no statement, Mr. Chairman. 

The Chairman. If not, will the witnesses please stand, raise your 
right hand. 

[Witnesses sworn.] 

The Chairman. You may consider yourselves to be under oath. 

Let me add to Mr. Shumway’s expression and the others my 
thanta for your response to our request. I know that you have in 
good faith and good will responded to it, and we are grateful. 
Unless there is a reason why we should have another order, would 
it be in order to recognize you as we have you listed, which actual- 
ly would be counterclockwise? 

We would begin with Mr. McCormally and proceed to Ms. Van 
Cleave and then Mr. Sandefur, Mr. Hershkowitz, and Mr. Paul. 

Mr. McCormally. 
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STATEMENT OF BRIAN C. McCORMALLY, DISTRICT COUNSEL, 
OFFICE OF THRIFT SUPERVISION, TOPEKA 

Mr. McCormally. Good morning, Mr. Chairman, and Members 
of the committee, my name is Brian McCormally. I am district 
counsel for the Office of Thrift Supervision’s Topeka District. 

The Topeka District is responsible for examining and supervising 
savings and loans associations in the four-State region of Colorado, 
Kansas, Nebraska and Oklahoma. 

Perhaps the most dramatic failure of a savings and loan associa- 
tion in the Topeka District involves Silverado Banking, Savings 
and Loan Association of Denver, CO, now in receivership. I believe 
Silverado may be used to illustrate many of the causes of the cur- 
rent thrift crisis. 

By providing the committee staff access to our supervisory ex- 
aminations and enforcement files, the Topeka District has attempt- 
ed to cooperate in every way with the committee. While your staff 
has had an opportunity to review the Silverado documents, we wel- 
come the opportunity publicly to detail what factors led to the fail- 
ure of Silverado. 

You should be aware that OTS is currently in negotiations and 
administrative litigation with various individuals and entities for- 
merly associated with Silverado to formalize formal enforcement 
actions against them. Because these actions are in litigation and 
have not been finalized, our ability to discuss them, I trust, is un- 
derstandably restricted. 

By way of background, my job is to supervise the District’s legal 
staff and to provide legal support to the examination and supervi- 
sory staffs of the Topeka District. As the senior attorney in the Dis- 
trict, I am also responsible for ensuring the timely and effective 
implementation of formal and informal enforcement actions 
against institutions located within the District and individuals as- 
sociated with these institutions. 

Prior to becoming employed by the Federal Home Loan Bank of 
Topeka, I was in the private practice of law in the Kansas City 
metropolitan area. My law practice primarily involved litigation 
and the representation of large financial institutions. I became gen- 
eral counsel of the Federal Home Loan Bank of Topeka in Novem- 
ber of 1985. At that time the job involved providing legal support to 
the bank in both its regulatory and credit capacity. 

In early 1987 I limited my responsibilities at the Federal Home 
Loan Bank to the regulatory function and have remained in that 
capacity since that time. 

At the time I was hired there were only three line supervisory 
agents and seven other professional staff assistants responsible for 
supervising the District’s 185 savings and loans. Because the depth 
of the industry’ s problems was only then becoming clear, the need 
for an expanded regulatory staff was recognized, and I was one of 
the first people hired in an attempt to enhance the regulatory 
effort. The legal staff at the bank was not expanded until March — 
until May 1987. 

Because of this lean staffing and the ever-increasing recognition 
of impending financial disaster in institutions located in Oklahoma 
and elsewhere, my efforts throughout most of 1986 necessarily 
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were limited to a sort of regulatory triage. My primary attention 
was devoted to assessing the damage at various institutions, taking 
the appropriate enforcement actions to bring a halt to regulatory 
violations and unsafe and unsound banking practices, assisting in 
the formal and informal removal of members of management or 
the board of directors, filing appropriate criminal referrals, and 
then moving on to the next institution. 

My first involvement with the regulation of Silverado came 
about during February 1987 in connection with the review of inter- 
im examination reports prepared by Dorothy Van Cleave. As this 
committee has heard in testimony during the course of the series of 
other hearings held over the last several months concerning the 
failure of other thrifts, certain patterns are evident in many failed 
savings institutions. Silverado was no exception. 

All too often the first domino to fall is the financial institution’s 
financial acquisition by a new entrepreneurial owner. Although 
then known as Mile High Savings, Silverado was acquired by 
James Metz, a Colorado mortgage banker, in 1976. At this time it 
was a relatively small troubled thrift in need of recapitalization. To 
acquire and recapitalize the institution, Mr. Metz contributed his 
mortgage banking operation, but no cash. Doing so allowed Silver- 
ado to continue a pattern of speculative but apparently largely 
profitable construction loans to small developers. 

After a series of revolving door senior managers, a new presi- 
dent, Michael Wise, arrived in 1979. Mr. Metz gave him an owner- 
ship stake in the institution. His arrival marked a new stage in Sil- 
verado’s operating philosophy, one marked by rapid growth and ag- 
gressive lending strategies. 

Together these were the seeds for Silverado's ultimate demise. 
Central to the safe and sound operation of any insured depository 
institution is an alert and involved board of directors. It is they 
who collectively are charged with providing wise counsel, setting 
prudent policies, and ensuring the implementation of such policies. 

So long as an institution is dedicated to a plain vanilla operating 
strategy, board service, though imposing high duties of care and 
loyalty, need not be burdensome. When, as was the case with Sil- 
verado, the operating philosophy is speculative, aggressive, or oth- 
erwise unconventional, the burden of service as a director is in- 
creased dramatically. When embarking on such strategies, direc- 
tors must understand that they are sailing in uncharted water and 
are expected to critically evaluate operations. Failing to do so only 
nurtures the seeds of failure. 

Silverado was no different from any number of other failed 
thrifts in having directors who contributed little critical or inde- 
pendent thought to operations. In reviewing the minutes of Silvera- 
do’s board deliberations, it is difficult to find a loan that the entire 
board did not unanimously approve. While Silverado’s senior man- 
agement will likely attribute such amazing concurrence to consen- 
sus b uilding , internal Silverado documents point to a different con- 
clusion. 

One inside director boldly wrote Mr. Wise a memo that referred 
to the outside directors as rubber stamps who were controlled by 
Vf nnrir fl Met z and Wise. During our investigation one director ad- 
mitted to lea ning over to officers who attended board meetings and 
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asking, “Is this loan OK to approve?” Standing alone it is hard to 
imagine more convincing evidence of a management or directorate 
failure. Together, they paint a sad portrait of Silverado’s operation. 

While inattentive directors nurture management failures, rapid 
or unguided growth is a powerful carcinogen that almost invari- 
ably compounds pre-existing problems. Much of Silverado’s growth 
was due to a money desk that consistently paid among the high 
rates in the Nation on short-term deposits and massive secured 
borrowings from the Federal Home Loan Bank of Topeka. These 
funds were then poured into nontraditional development and lend- 
ing projects with initial repayment delayed and, even then, 
stretched out over long periods of time. 

If an association’s management and board of directors are not 
prepared to deal with existing problems at the institution, it is un- 
likely that they will be able to effectively manage new assets 
funded by rapid growth. Because of this, the directors have a re- 
sponsibility to permit growth only after careful consideration. How- 
ever, management of an institution has a natural incentive to 
grow. Part of the incentive is economic. More good loans can dilute 
the effect of past bad loans that are dragging down earnings. 

Moreover, growth can be attributed to a craving for prestige. It is 
more prestigious to describe the organization one heads as a $2 bil- 
lion financial institution than it is to describe it as a $100 million 
building and loan. Additionally, institutional size is often a key de- 
terminant of base compensation, and central to more lavish perqui- 
sites. 

In fairness, it should be added that Silverado did not have any 
airplanes or yachts or even luxurious retreats. At one time the 
board did propose to buy a residence for Chairman Wise from an- 
other director, but the proposal was withdrawn after it was indicat- 
ed that regulatory approval would not be forthcoming. Later, Sil- 
verado did grant preferential home loans to senior officers. We re- 
quired that the institution eliminate- the unfavorable features of 
those transactions. 

Notwithstanding the uniqueness of any corporate failure, Silver- 
ado was no different than many other failed thrifts. Stripped to its 
essentials, Silverado’s problem was that it primarily relied upon 
high cost borrowings and lent money to people who couldn't repay 
their loans, period. 

While I have just stated that Silverado had many problems 
common with other failed institutions, it also differed in key ways. 
Some of the differences were structural, while others stemmed 
from a different approach to the fundamental question of how one 
runs a business when corporate assets are financed with federally 
insured deposits. Key among these differences was the sophistica- 
tion of management. 

Silverado was not run by former real estate developers who were 
seeking to use the institution as a personal piggy bank to finance 
their own real estate projects. Rather, it was run by a management 
team with significant thrift industry and public accounting experi- 
ence. The resumes of Silverado's senior management personnel 
were truly impressive, so impressive, in fact, that less than 5 
months before Silverado was placed into receivership, a U.S. 
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League official lauded Silverado’s management as among the best 
in the Nation. 

With a management group such as this, glib justifications sup- 
ported any position that management desired to take. 

Silverado also cultivated the image of being on the cutting edge 
of the financial services industry. In many respects there is truth 
in this characterization. 

Silverado was genuinely creative in devising a scheme of pooling 
many of its loans in real estate owned and creating tranches off of 
what was in many ways a mortgage-backed security. The problem 
with the loan pool concept was that the primary purpose of the 
pooling was to circumvent the appropriate recognition of loan 
losses and to manipulate the institution’s balance sheet. 


In essence, Silverado accounted for the loan pool incorrectly. To 
afford it proper accounting treatment would have resulted in the 
recognition of substantial losses, the very effect Silverado sought to 
avoid by creating the loan (tool in the first place. While many 
failed thrift institutions attempted to manufacture capital with 
simple land flips, Silverado was more sophisticated. 

Instead of such crude techniques, Silverado would do a deal with 
the borrower with the understanding that some of the proceeds 
would be returned to Silverado in a fashion that would allow for 
increased regulatory capital, the key determinant of an institu- 
tion’s allowable size. 

We refer to these transactions as the Quid Pro Quo Program. As 
a State chartered institution, the anti-tying provisions of Federal 
law did not apply to Silverado. Accordingly, it was necessary that 
we analyze and evaluate the underlying economic substance of the 
Quid Pro Quo Program. 

Silverado was different, too, in that loan underwriting was not 
done on butcher paper at some plush Denver restaurant. Rather, 
Silverado had comprehensive plans and policies dealing with virtu- 
ally every facet of running a savings and loan, including loan un- 
derwriting. For example, underwriting and closing spindles were 
meticulously prepared. Indeed, the underwriting package of one 
Texas loan correctly pointed out the truly significant risks associat- 
ed with what was to become Silverado’s largest loan. Yet, manage- 
ment and the directors still approved the loan. 

The only conclusion we can draw is that the decision had already 
been made to do the deal regardless of what the underwriting ef- 
forts show. In the face of such a determined intention to fritter 
away assets, sound loan underwriting shrinks to secondary impor- 


tance. 

Silverado also was different in that they relied upon the exper- 
tise of allegedly independent parties. While I previously have dis- 
cussed the importance of a qualified and attentive management 
and directorate, the second line of defense to the Federal insurance 
fund must be an institution’s independent auditors. In addition to 
the failures of management and the board, Silverado was a victim 
of an audit failure. 

For example, Silverado s chief financial officer was a partner of 
Silverado’s next to last independent auditor, Ernst & Whinney. He 
was hired by Silverado in 1984. The next year his old firm was 
fired as Silverado's auditor. Allegedly it was done to enhance the 
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appearance of impartiality. In fact, subsequent investigation has 
revealed that the termination came about because Ernst & Whin- 
ney was, in Silverado’s view, being too strict in its application of 
accounting principles to many of Silverado’s unique transactions. 

In its place, another Big 8 audit firm was engaged. Unfortunate- 
ly, the Denver-based office of this audit firm had little experience 
in auditing savings and loan institutions, a fact clearly demonstrat- 
ed by their work. The first year the new audit firm had the Silver- 
ado account, the firm actually reversed at least $10 million in loan 
loss reserves and permitted Silverado to report a $15 million profit. 
Doing so allowed Silverado to exceed its targeted net income and 
declared generous bonuses for senior management. 

Similarly, well regarded law firms were at the beck and call of 
Silverado; that they did Silverado’s bidding seemingly without 
pausing to consider ethical obligations is a poor commentary. 

Further, when regulatory concern was raised about compensa- 
tion levels of senior management, a nationally recognized employee 
benefit consulting firm was hired to justify a pay scale more typi- 
cally associated with major sports figures. 

Finally, Silverado always relied upon appraisals prepared by 
Members of the National Appraisal Institution. Test appraisals or- 
dered by the Federal Home Loan Bank of Topeka revealed that Sil- 
verado’s inflated appraisals bore scant resemblance to reality. 

I cite the involvement of these prospective third parties not to 
indicate that we were awed by them but to illustrate that virtually 
every Silverado position was supported by independent authority. 
The task of those sitting at this table was to crack the veneer of 
respectability with which Silverado cloaked itself. We did so. 

Other OTS officials who will be presenting oral testimony are 
Dorothy Van Cleave, immediately to my left, the examiner in 
charge of the comprehensive examination that began on December 
1, 1986; Terry Sandefur, Silverado supervisory agent from mid-1987 
until the time of the receivership; and Steve Hershkowitz, the 
deputy director of the Office of Enforcement, who was the senior 
enforcement attorney responsible for the formal examination of Sil- 
verado. 

Mr. Chairman, that concludes my oral statement. 

The Chairman. Thank you very much, Mr. McCormally. 

Before we recognize Ms. Van Cleave, let me point out that in all 
these preliminary statements that we all made, we were highly 
condemnatory of regulators, but I want to point out, it wasn’t these 
regulators. They are in the rather difficult situation of being OTS 
today and answering and explaining what predecessors did or 
didn’t do. I wanted to make sure we understood that. 

Ms. Van Cleave. 

STATEMENT OP DOROTHY VAN CLEAVE, ASSISTANT DEPUTY 

DISTRICT DIRECTOR, EXAMINATIONS, OFFICE OF THRIFT SU- 
PERVISION, TOPEKA 

Ms. Van Cleave. Good morning, Chairman Gonzalez and com, 
mittee Members, I am Dorothy Van Cleave, an assistant deputy 
district director of Examinations of the Office of Thrift Supervi- 
sion. 
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In 1986 1 was a senior examiner with the Federal Home Loan 
Bank of Topeka. Because of supervisory concerns, a joint compre- 
hensive examination of Silverado, its service corporations and its 
holding company was commenced on December 1 of that year. I 
was the examiner in charge of the Federal crew, which included 20 
examiners pulled from all four States in the Topeka District. 

Examination field work, which totaled almost 7000 staff-hours, 
an amount never exceeded in the Topeka District, was completed 
in May 1987. A 300-page report was transmitted to supervision and 
to the Bank Board on July 22, 1987. 

In preparing for that exam, Mr. Sandefur and I worked together 
to set the exam scope so as to gather the evidence necessary to sub- 
stantiate or reject supervisory concerns. As new evidence was dis- 
covered throughout the exam, I worked closely with supervision to 
redefine and expand the examination. My initial focus was asset 
<raality because prior exams had revealed problems with loan un- 
derwriting and appraisals. 

There were also signs that the Colorado real estate market was 
not improving. This concern was all the more critical due to Silver- 
ado’s heavy concentration of commercial real estate loans and land 
projects. 

Further, many of Silverado’s loans had limited guarantees or 
were on nonrecourse terms. That is to say, borrowers had little or 
nothing to lose if their projects went sour. Both common sense and 
our experience showed such terms coupled with low or nonexistent 
borrower equity almost guaranteed that Silverado would require a 
large volume of distressed real estate in a protracted market 
slump. 

To explore asset quality, I began my reviewing board minutes 
and reports, which clearly showed a serious problem. Numerous 
loans had been modified to extend the maturity or to reduce inter- 
est to a below-market rate. Proceeding through the loan schedules I 
recognized borrowers who had troubled loans at other institutions 
and borrowers whose financial difficulties had been reported in the 
media. Interdistrict communications identified yet more problem 
assets. 

More distressing was the realization that management was not 
properly acknowledging the problems. Silverado’s asset classifica- 
tion review report showed loan losses which had not been recog- 
nized in financial reports. Criteria for performing loans were ridic- 
ulously lenient. For example, certain loans had been modified so 
that the payment was to be the collateral’s net operating income. 
No matter how little those properties earned, the loans were per- 
forming. 

Complicating the matter was the fact that Silverado had placed 
almost all its high-risk assets into a billion dollar loan pool. Be- 
cause the riskiest portion of the pool was being sold, purportedly to 
third parties, it was management’s steadfast position that assets 
w ithin the pool were not subject to classification. Instead, it was ob- 
vious we could not rely on Silverado’s reports and that we would 
have to look at a large sample of loans. 

&on after the exam was under way, I became aware that Silver- 
ado's probl em s extended into other areas. I had divided the exam- 
iners into t eams, one team each for asset qualify, financial analy- 
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sis, and service corporations, and one team for holding company 
and management. By mid-January each team was reporting regula- 
tory violations and unsafe and unsound practices. We were also un- 
covering instances in which it appeared management had misrep- 
resented facts to supervision. 

I learned of 13 major transactions that occurred during the last 
days of 1986. Silverado granted or modified loans totaling nearly a 
quarter billion dollars and its service corporations purchased assets 
totaling $62 million. Each of these transactions involved suspicious 
aspects. Serious underwriting and/or appraisal deficiencies sur- 
faced in our reviews of these transactions, which we learned later 
were part of a Quid Pro Quo Program developed by Silverado's so- 
lutions committee. 

As an example, a borrower whose existing $4.4 million loan had 
become delinquent when the interest reserve was depleted offered 
a deed in lieu of foreclosure on the warehouse placed as collateral. 
Rather than foreclose, Silverado granted a $32 million loan on the 
industrial park in which the warehouse was located, and the bor- 
rower used $2 million of the funds to purchase stock in Silverado 
Holding Company. 

This park had been developed 6 years earlier and had experi- 
enced slow sales. The warehouse had been vacant 2 years. The new 
loan paid delinquent interest on the smaller loan and set up re- 
serves to pay interest and escrows for 3 to 5 years on the $4.4 mil- 
lion loan, the $32 million loan, and senior debt on the land. Pro- 
ceeds totaling $2 million were also earmarked for working capital. 

In other words, the borrower did not have to put a dollar into 
this distressed project, and the properties did not have to generate 
any rent or sales for 3 or more years for these loans to remain per- 
forming by Silverado standards. 

We criticized the underwriting of the borrower and the property, 
deemed the appraisals unacceptable and adversely classified the 
two loans. We later obtained an appraisal which valued the land at 
$23 million, or approximately half of the $45 million appraised 
value Silverado had used when granting the loan. 

While these problems were troubling, management’s analysis 
was more disconcerting. According to management, the examiners 
did not understand the transactions. Our concerns about under- 
writing and appraisals were not valid. To continue with the exam- 
ple, management said that credit reports for the guarantors 
showed their credit to be exemplary, except, of course, for the $4 
million loan in default. 

Conflicts of interest and insider abuse was another area of major 
concern. Compensation to officers was excessive, and loans were 
granted to officers on terms not available to the public. Two years 
earlier, when regulatory growth restrictions were being introduced, 
Silverado had more than doubled its capital base by real estate for 
preferred stock exchanges so that it could continue to grow. 

Thereafter, transactions with preferred stockholders were exten- 
sive, yet appropriate safeguards were not firmly in place. The serv- 
ice corporations in particular appeared to be vehicles for the pre- 
ferred stockholders. 
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We obtained a 10-K on one of the preferred stockholders, M.D.C. 
Holdings, Inc. That report showed that transactions with Silverado 
had contributed significantly to M.D.C.’s earnings in 1984 and 1985. 

On June 30, 1986, M.D.C. had purchased a $14,000,000 subordi- 
nated debenture from Silverado, which Silverado could count as 
regulatory capital under the then-existing regulations. 

We were concerned about the possibility of a backscratching ar- 
rangement wherein Silverado would purchase land from M.D.C. at 
inflated prices while M.D.C. would purchase Silverado stock and 
debt. 

One March 1986 transaction in particular was suspect. A service 
corporation had purchased land in Arizona from M.D.C. without 
first obtaining an appraisal to support the $7 million purchase 
price. M.D.C. had bought the land 2 months earlier for only $2 mil- 
lion. 

We ordered an appraisal which valued the property at $7.5 mil- 
lion. While the appraisal results supported the purchase price for 
this parcel, we continued to press for additional appraisals for the 
M.D.C. projects that had not been properly appraised. 

A series of transactions that occurred June 30, 1986 illustrates 
the pervasive and bold nature of the insider abuse of Silverado. 
The same day it was formed for the stated purpose of raising cap- 
ital for Silverado, the holding company granted loans totaling $4 
million to Jim Metz and Mike Wise and prepaid $2.9 million in 
dividends on preferred stock. 

Such an event was significant because Silverado was precluded 
by regulation from making such loans and because poor earnings 
restricted the payment of dividends. 

In reality, senior management devised, and the Board of Direc- 
tors approved, a convoluted scheme to turn federally-insured depos- 
its into preferential loans to Silverado’s two largest shareholders, 
which in turn protected their control of the institution. 

Bob Lewis, Silverado’s Chief Financial Officer, was paid a bonus 
of $117,000, apparently for devising this scheme. 

In many ways, this particular transaction epitomizes the way Sil- 
verado did business: management knew what it wanted to do and 
ignored fundamental safeguards which exist for the protection of 
the Federal Insurance Fund. 

In conclusion, Silverado was a challenge to examine, its transac- 
tions were complex and designed to obscure just who was benefit- 
ing and/or to disguise the severity of the institution’s problems. 

Once we had broken the code, we were then confronted with a 
management group who scoffed at our ability to comprehend their 
visionary goals. Time has shown our understanding of Silverado’s 
unconventional operating strategies to have been the correct one. 

Thank you. 

The Chairmans Thank you very much, Ms. Van Cleave. 

Mr. Sandefar. 
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STATEMENT OF TERRY SANDEFUR, ASSISTANT DEPUTY DIS- 
TRICT DIRECTOR, SUPERVISION, OFFICE OF THRIFT SUPERVI- 
SION, TOPEKA 

Mr. Sandefur. Good morning, Mr. Chairman and Members of 
the subcommittee. My name is Terry Sandefur. I am currently em- 
ployed by the Office of Thrift Supervision, Topeka District, in the 
position of assistant deputy district director, Supervision. 

I am a licensed CPA and had 9 years of public accounting and 
banking experience prior to becoming an employee of the Federal 
Home Loan Bank of Topeka in July 1986. 

I began my employment at the Federal Home Loan Bank of 
Topeka as a Supervisory Analyst and was promoted to Supervisory 
Agent in July 1987 and to Senior Supervisory Agent in July 1988. 

I was formally assigned to Silverado Banking, Savings and Loan 
Association as a Supervisory Analyst in September 1986, and 
became the Supervisory Agent for Silverado in July 1987. As the 
Supervisory Analyst, I was responsible for analyzing financial and 
examination reports, identifying problems and making recommen- 
dations to address my findings. 

As the Supervisory Agent, I gained the additional responsibility 
for the line supervision of the institution and for implementing su- 
pervisory action to address issues of regulatory concern. I remained 
the assigned Supervisory Agent for Silverado until it was closed 
and put into receivership on December 9, 1988. 

During the time I was associated with the supervisory oversight 
of Silverado, the following tools were generally available to address 
issues or activities of regulatory concern: supervisory directives, a 
supervisory agreement, consent agreement, and cease-and-desist 
orders. 

A supervisory directive is an information action and represents 
an instruction or order to the institution to conduct its affairs in a 
specified way or to cease an activity that is of regulatory concern. 
The supervisory directive relies upon voluntary compliance by the 
institution. 

A supervisory agreement is a formal enforcement agreement 
with an institution that is authorized by its Board of Directors. 
Through execution of a supervisory agreement, the institution 
agrees to take specified actions to address issues of regulatory con- 
cern, including activities that are violative of regulation or law, or 
constitute unsafe and unsound banking practices. 

When a supervisory agreement is executed, the regulatory 
agency agrees not to pursue a cease-and-desist order unless the su- 
pervisory agreement is violated. A supervisory agreement is usual- 
ly the alternative selected to address regulatory concerns with in- 
stitutions that have demonstrated the willingness and ability to 
comply with supervisory directives. 

A consent agreement is a formal agreement that is executed by 
the Board of Directors on behalf of an institution when the institu- 
tion becomes insolvent or is projected to become insolvent within a 
specified period of time. 

Through execution of a consent agreement, the institution’s 
Board of Directors acknowledges that grounds exist for the appoint- 
ment of a conservator or receiver and, further, consents to a 
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merger or other case resolution designed to address the institu- 
tion’s insolvent condition. The consent agreement also generally 
implements total regulatory control over the institution’s oper- 
ations. 

A cease-and-desist order is a formal enforcement action that is 
represented by the issuance of an order pursuant to statutory pro- 
visions to cease an activity or practice which is violative of regula- 
tion or law, or constitutes an unsafe and unsound banking practice. 

A cease-and-desist order can be issued if consented to by an insti- 
tution’s Board of Directors. In the absence of such consent, a per- 
manent cease-and-desist order can only be issued following the issu- 
ance of a notice of charges and an administrative hearing. 

A cease-and-desist order is enforceable in Federal District Court. 
In the case of Silverado, three of the four supervisory tools I have 
described were used to address regulatory concerns and to bring 
the institution’s activities under control. 

After being assigned to Silverado in September 1986, 1 set out to 
identify and address the institution’s problems. The first issue I 
was presented with was a growth plan and a related subordinated 
debt application that Silverado had submitted for approval. 

Silverado was seeking approval to grow 52 percent, or an addi- 
tional $800 million, from June 1986 to June 1987. The institution 
already exceeded $1.6 billion in size. The growth was to be capital- 
ized in part with a proposed public offering of $56 million in subor- 
dinated debt. 


I expressed significant concern over the proposed growth and 
debt offering to my superiors. Silverado then withdrew the propos- 
als after being advised that approval would not be forthcoming. 

As I became more familiar with the institution and its oper- 
ations, it became increasingly evident that I had inherited a sub- 
stantial troubled and complex institution. An analysis I made 
during September 1986 indicated that Silverado appeared to have 
$10 million in unrecognized loan losses on a regulatory basis. 

Even with recognition of these losses, Silverado’s stated capital 
well exceeded its minimum regulatory capital requirement. Consid- 
erable time was required to sort through and analyze the creative 
mechanisms utilized by Silverado’s management to avoid appropri- 
ate loan loss recognition and to manipulate its reported financial 
condition. 

A billion dollar loan pool formed in August 1986 was one of these 
mechanisms. The misapplication of GAAP accounting procedures 
for the recognition of losses on restructured trouble loans was an- 


other. 

1 communicated my analysis of Silverado’s loan losses and its ac- 
counting methods to my superiors. I also discussed my analysis in 
detail with Dorothy Van Cleave to ensure that the problems I had 
identified were a primary focus of the examination we were com- 
mencing in December 1986. 

Whpn Dorothy Van Cleave sent in interim examination reports 
■ January 1987 that detailed the nature of Silverado’s activities, I 
followed up and obtained the documentation necessary to support 

regulatory action- 
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The examiners’ preliminary findings indicated that the institu- 
tion’s primary activities during 1986 centered around what we 
found out later was referred to as the Quid Pro Quo Program. 

Under this program, Silverado only made loans or purchased 
real estate investments where part of the proceeds were utilized for 
Silverado’s benefit. This benefit usually took the form of increased 
capital through the sale of Silverado stock, the sale of another 
problem asset on Silverado’s books, or the sale of a junior interest 
in Silverado’s loan pool. 

We contacted Enforcement and mutually agreed that a cease- 
and-desist order was appropriate. A meeting was held with Silvera- 
do’s Board of Directors on March 10, 1987 to address the issues of 
concern and to present a cease-and-desist order. 

The Principal Supervisory Agent decided not to present the 
order, apparently concluding that the examination should be com- 
pleted before such action should be undertaken. In lieu of the 
cease-and-desist order, the Supervisory Agent issued supervisory di- 
rectives that effectively stopped all forms of self-funding transac- 
tions, including the Quid Pro Quo Program, and resulted in the re- 
duction of Silverado’s reported regulatory capital. Silverado com- 
plied with the supervisory directives issued at this meeting. 

Through a closely coordinated effort between supervisory staff 
and the examiners, Silverado’s questionable activities and issues of 
regulatory concern were fully detailed and documented in the com- 
pleted December 1986 examination report. 

After receipt of the detailed 3 00- page examination report in July 
1987, we concluded that more formalized supervisory action was re- 
quired to appropriately deal with the regulatory issues and con- 
cerns outline in the examiners’ findings. 

I sent the examination report to Silverado’s Board of Directors in 
July 1987 and requested that they commence an immediate and 
thorough review of it. I then scheduled and held a meeting with 
Silverado’s Board of Directors in August 1987 during which all 
matters of concern were fully addressed. Given Silverado’s compli- 
ance with the directives that had been issued by the Supervisory 
Agent in March 1987, and the fact that a substantial period of time 
could be required to obtain a litigated cease-and-desist order, we 
sought and obtained execution of a Supervisory Agreement in Octo- 
ber 1987 that was designed to further bring Silverado’s activities 
under control, effect corrective action, and to mitigate additional 
loss exposure. 

Silverado complied with the terms of this Supervisory Agree- 
ment. In tandem with the implementation of supervisory controls 
over Silverado’s activities, a formal investigation pursuant to sec- 
tion 407(mX2) was also commenced to review identified matters of 
concern that could result in further enforcement actions. 

As a result of the December 1986 examination, Silverado first re- 
ported a failure to meet its minimum regulatory capital require- 
ment as of September 30, 1987. At this time, Silverado reported $77 
million in regulatory capital. 

Due to the examination results and Silverado’s consequent fail- 
ure to meet capital requirements, I acted during September 1987 to 
cut off and prevent payments of dividends by Silverado to its hold- 
ing company. 
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The examination report also identified significant underwriting 
and appraisal deficiencies in many of Silverado’s major loans and 
real estate transactions. 

In order to determine Silverado’s true financial condition, Doro- 
thy Van Cleave and I recommended and urged our superiors to 
order crucial reappraisals of Silverado’s major collateral and real 
estate assets. 

Such appraisals were necessary to determine the extent of losses 
and to establish the unsafe and unsound nature of Silverado’s im- 
prudent and speculative activities. As a result of our efforts, nine 
reappraisals were ordered in August 1987. 

The results of these reappraisals were decisive in bringing about 
the recognition of insolvency by Silverado as of June 30, 1988 and 
its subsequent closing. I received the reappraisals in March and 
late April 1988. 

Based upon the results of these reappraisals, I issued directives 
that forced Silverado to recognize the losses based upon the reap- 
praisals, prevented Silverado from accepting brokered deposits, and 
further restricted Silverado’s growth. 

I also issued a directive to preclude Silverado from any addition- 
al investments in mortgage derivatives. When it appeared that Sil- 
verado was not going to recognize the losses in the remainder of its 
loans and that its independent auditors were not going to appropri- 
ately require additional loss reserves in connection with the ongo- 
ing 1987 audit, I directed that additional reappraisals be obtained 
to confirm the existence of other suspected losses. 

Moreover, the Director of Examinations and I rejected a pro- 
posed audit report in April 1988 which reflected only $40 million in 
loan losses. After my directive in June 1988 for additional reap- 
praisals, Silverado admitted to an additional $198 million in loan 
losses in July 1988 that resulted in the institution’s substantial in- 
solvency. 

We obtained execution of a Consent Agreement in August 1988 
whereby Silverado’s Board of Directors acknowledged the existence 
of grounds for the appointment of a conservator or receiver and 
which effected even stricter regulatory control over the institution. 

Among other things, the formal agreements and supervisory di- 
rectives enabled us to prevent Silverado from changing its bylaws 
to lim it the liability of its directors for breaches of fiduciary duties. 

Additionally, we were able to halt a proposed dividend to pre- 
ferred stockholders that would have served as a debt-forgiveness to 
Silverado’s chief executive officer. Through these formal agree- 
ments, we were also able to preclude Silverado from releasing 
i Laima against obligors on questionable loans. 

Despite these successes in controlling Silverado’s operations, we 
were unable to convince the Board of Directors that changes in 
senior manag ement were appropriate. Even sifter the recognition of 
massive losses as a result of the activities devised and undertaken 
jy senior manag ement, Silverado's Board of Directors fully sup- 
ported management to the very end. 

The Board of Directors failed to respond to supervisory efforts to 
replace senior management and thereby avoid triggering the pay- 
ment of “golden parachutes” and other contingencies. 
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I recommended the transfer of Silverado to the FSLIC in Septem- 
ber 1988 for case resolution. The FSLIC accepted the transfer in 
October 1988, and the memorandum recommending that Silverado 
be placed into receivership was submitted to the Bank Board on 
November 9, 1988. 

Pursuant to that recommendation, the FSLIC was appointed as 
receiver for Silverado on December 9, 1988. 

Determining the facts in this case and establishing the grounds 
for desired regulatory actions involved sorting through a sophisti- 
cated maze of convoluted transactions and overcoming the obsta- 
cles put in place by Silverado’s management to impede regulatory 
action. 

Ultimately, through the efforts undertaken by the Supervisory 
Agent, the examiners, District Counsel, and Enforcement, Silver- 
ado was brought under control, and its true financial condition was 
determined. 

Without these efforts, the losses from Silverado’s failure would 
have been much larger than the substantial burden already placed 
upon the taxpayers from this case. 

What can be done to prevent another Silverado? The passage of 
FIRREA in August 1989 has implemented structural reforms neces- 
sary to protect against this type of failure, and the enforcement 
tools provided by this legislation will be of great assistance in pre- 
venting abusive actions that are detrimental to the safety and 
soundness of financial institutions. 

Last, it is important that the regulators have sufficient re- 
sources, both in terms of quantity and capabilities, to adequately 
carry out their regulatory responsibilities. 

Thank you. 

[The information referred to can be found in the appendix.] 

The Chairman. Thank you, Mr. Sandefur, and we have had a 
notice here that we have had the second bells; that we have a re- 
corded vote, and we are going to give enough time for the Members 
to record their vote. 

And before we recognize you, Mr. Hershkowitz, we will recess for 
some 10 minutes. 

[Recess] 

The Chairman. The committee will resume. When we recessed, 
we were about to recognize Mr. Hershkowitz, so we do so now. 

STATEMENT OF STEPHEN P. HERSHKOWITZ, DEPUTY DIRECTOR 
OF ENFORCEMENT, OFFICE OF THRIFT SUPERVISION 

Mr. Hershkowitz. Thank you, Mr. Chairman. 

I am Stephen Hershkowitz, a deputy director of Enforcement. I 
have been at the OTS for 6 years, and for the 9 years before that I 
was in Enforcement at the Securities and Exchange Commission. 

Enforcement’s first role in the Silverado case was to provide 
advice and support to the supervision staff. We accompanied the 
Supervisory Staff to the March 10 meeting that has been described 
already, and from there then on Silverado operated under the su- 
pervisory directives and formal agreements negotiated by the Su- 
pervisory Staff. 
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If Silverado had refused to sign those agreements or had refused 
to comply with those agreements after they were signed, we would 
have immediately prepared a temporary cease-and-desist order and 
a notice of charges to stop that activity and to litigate for a perma- 
nent cease-and-desist order. 

Once Silverado was under control by the supervisors, we turned 
our attention to management’s conduct. In 1987, enforcement, su- 
pervision and experts in the Topeka Office and the Washington 
Office began a formal examination, an examination with the au- 
thority to issue subpoenas and take testimony under oath. 

We focused on a few transactions that were most likely to lead to 
evidence that would support removal and prohibition orders. 

By early 1989, we believed that we had a fairly good picture of 
what had occurred at Silverado and who was at fault with respect 
to the major transactions we examined. 

We met with Silverado’s senior management and offered each an 
opportunity to consent to an order of prohibition. They declined 
our generous offer, and unlike civil cases where at that point an 
attorney would file a civil case and proceed with discovery, OTS is 
precluded from doing discovery after we file a notice. 

Therefore, we continued with our investigation in order to dis- 
cover sufficient notice to successfully litigate removal and prohibi- 
tion orders. 

An order of prohibition requires OTS to prove that an individual 
has committed a violation or an unsafe or unsound practice or 
breached its fiduciary duty that caused a loss to the association or 
brought personal financial gain to the individual. 

Those acts must be proven to have occurred either willfully or 
with a continuing disregard for the safety and soundness of the in- 
stitution or that the individual acted with personal dishonesty. 

Due to the size and complexity of the Silverado case, Enforce- 
ment worked closely with and relied heavily on the experts in both 
Topeka and other Washington offices, including district counsels, 
district appraisers, district accountants and accounting personnel 
in the supervision office in Washington. 

We took sworn testimony and informal interviews from over 50 
witnesses. We subpoenaed hundreds of thousands of pages of docu- 
ments from 58 individuals or entities. Along the way, we pursued 
two separate subpoena enforcement actions in Federal district 
court. 


Finally, armed with the evidence that resulted from our in-depth 
probe, in January 1990, Enforcement was able to obtain consent 
orders for prohibition from Silverado’s former majority sharehold- 
er, its Chief Executive Officer, its Chief Financial Officer, its Chief 
Operating Officer, and its Executive Vice President for Real Estate 
lading. 

In Silverado, as in all other cases of this kind, OTS’s role in the 
c riminal and civil investigation has continued in the form of assist- 
sice and cooperation. In the criminal matters, OTS has made a 
num b e r of cri minal referrals to the Department of Justice and 
other law agencies. 

llv F™ f orcement met with representatives of the De- 
to summarize the results of our investigation 
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and to walk them through the hundred thousand pages of docu- 
mentation that we eventually provided to them. 

The FDIC is also considering bringing a case to recover damages. 
We have provided documentation and analyses to their staff. 

We would also like to acknowledge and thank the FDIC who pro- 
vided assistance to our investigation as a result of the efforts that 
they have been engaged in. 

The U.S. Attorney and the FIC received 40 transcripts of sworn 
testimony from us and 35 boxes of documentary evidence. This case 
is typical of many investigation that involve the joint efforts and 
resources of many offices of OTS, staff in Washington and the Dis- 
trict offices. 

Our goal is always to immediately obtain control of the institu- 
tion and then to pursue administrative actions against individuals. 
Even after our administrative responsibilities are over, we continue 
to provide support to the Department of Justice and to the FDIC to 
assure the maximum recovery of funds and the punishment of 
those who committed crimes. 

Thank you, Mr. Chairman. 

[The information referred to can be found in the appendix.] 

The Chairman. Thank you, sir. 

Mr. Paul. 

STATEMENT OF DAVID L. PAUL, COMMISSIONER OF FINANCIAL 
SERVICES, COLORADO DIVISION OF FINANCIAL SERVICES 

Mr. Paul. Thank you, Mr. Chairman, Members of the committee. 

My name is David Paul, and I am the commissioner of Financial 
Services for the State of Colorado. I am here today to discuss the 
role of the State regulatory agency that I head, the Colorado Divi- 
sion of Financial Services, in the examination, supervision and 
eventual closing of Silverado Banking, Savings and Loan Associa- 
tion. 

Silverado was chartered under the laws of the State of Colorado 
in 1956 and remained under State charter until its closing on De- 
cember 9, 1988. Therefore, the Division was its chartering regula- 
tor. 

In addition, because Silverado’s deposits were insured by the Fed- 
eral Savings and Loan Insurance Corporation from Silverado’s in- 
ception, it was also subject to the comprehensive examination, su- 
pervisory and regulatory authority of the Federal Home Loan 
Bank Board as the operating head of the FSLIC. 

Thus, there existed a shared responsibility between State and 
Federal regulators for the examination and supervision of Silver- 
ado. Throughout the time period under discussion today, essentially 
the 1980’s and much earlier as well, this shared responsibility was 
implemented through a cooperative examination and supervision 
program among the division, the Federal Home Loan Bank Board, 
and the Federal Home Loan Bank of Topeka. 

This means that all examinations of Silverado were joint exami- 
nations. That is, State and Federal examiners worked together to 
produce one examination report, supported by one set of work, 
papers, that satisfied the requirements of both the State and Feder- 
al regulatory agencies. 
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Superviaion of Silverado was also generally a joint process. Al- 
though the Division and the Bank Board each possessed the statu- 
tory authority to take supervisory or enforcement action independ- 
ently and unilaterally, many supervisory actions were taken jointly 
by the State and Federal regulators. 

This included the transmittal of examination reports with accom- 
panying supervisory letters from the regulators requesting or di- 
recting, as appropriate, that Silverado’s Board of Directors take 
certain corrective actions. 

It also included the supervisory agreement entered into in Octo- 
ber 1987, and a closing and receivership action in December 1988. 
These matters are covered in a very comprehensive manner in the 
lengthy chronological review of supervisory actions prepared for 
the committee by the Office of Thrift Supervision. Therefore, I will 
not dwell on all the details of our role in the examination and su- 


pervisory process. 

In our view, State-Federal cooperation and the examination and 
supervision of Silverado and other State chartered savings and 
loan associations in Colorado was absolutely necessary. 

While we had significant State statutory responsibilities over 
State chartered savings and loans, including a requirement to 
make periodic examinations, we fully recognized the paramount fi- 
nancial interests of the Federal Government as the insurer of the 


depositors’ funds. 

Therefore, it only made sense for us to cooperate with the Feder- 
al regulators and give significant weight to their opinions and their 
attitudes toward Silverado and other savings and loan operations. 

What caused Silverado to fail? The simple answer is that its 
management developed an excessive concentration of commercial 
real estate loans and investments. Indeed, such activities are inher- 
ently more risky in the sense of credit risk than traditional home 
mortgage lending. 

Silverado’s management, including its Board of Directors, com- 
pounded these inherent risks by engaging in unsafe and unsound 
practices such as deficient underwriting of its loans and invest- 
ments and unacceptable appraisals. 

Other major contributing factors included the self-funding of cap- 
ital that supported excessive growth, apparent conflict of interest 
and management strategies that prevented timely loss recognition. 

Capital was depleted at the institution by the ultimate recogni- 
tion of huge losses in the loan and investment portfolio. 

At this point, I would like to offer the committee — a number of 
additional observations on what went wrong at Silverado, why the 


regulators did or did not take certain actions, and what things, 
|jven the crystal clarity of hindsight, we could have done different- 

First of all, it’s vitally important that the failure of Silverado 
and the tremendous problems facing the savings and loan industry 
nationally be viewed from a broader perspective. 

The root of savings and loan problems, including Silverado, in 
nv v itmr was a convergence of powerful forces in the 1980’s which 
' failure of hundreds of thrifts inevitable. 

TkLm f rcee were as follows, and this is not necessarily an all- 
Ibeae fat, but these are the major ones that I see: the in- 
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flation rate peaked in the late 1970’s at 13 percent. This triggered a 
major change in the conduct of monetary policy by the Federal Re- 
serve in 1979. 

In order to slow inflation, the Fed began emphasizing control of 
the money supply and allowing interest rates to rise and fall where 
they may. 

The prime rate, as all of us know, peaked at 20.5 percent in 1981. 
Unbalanced Federal deregulatory efforts took place. Congress re- 
moved interest rate caps on savings and increased the Federal de- 
posit insurance limit to $100,000 in 1980, in order to stem the out- 
flow of funds from savings and loans into the money market funds. 

In a period of skyrocketing interest rates, this very quickly 
brought on the lending long, borrowing short crisis that devastated 
much of the savings and loan industry in the early 1980’s. 

Congress and various States loosened lending and investment re- 
strictions beginning in 1982, but some of these efforts were a case 
of too little too late, in my view, while certain changes frankly 
went too far. 

In Colorado, by the time that savings and loans received the 
flexibility I believe they legitimately needed to diversify away from 
the excessive interest rate risk of traditional long-term, fixed rate 
mortgage lending, the real estate markets in the Sunbelt, including 
Colorado, were crumbling and the new powers either would not be 
used or, as in Silverado’s case, would simply aggravate the prob- 
lem. 

The experts of the day, in the early 1980's, embraced deregula- 
tion as the salvation of the savings and loan industry. Traditional 
thrifts were viewed as dinosaurs. Even the Bank Board liberalized 
its lending restrictions, notably to allow the 100 percent financing 
of real estate projects. 

Many savings and loans, including Silverado, plunged into new 
activities hoping to in effect grow out of the earnings problem cre- 
ated by the lending long, borrowing short syndrome. 

In Colorado, when the economy was booming, which it was in the 
early 1980’s, and growth was rapid, it was easy for Silverado active- 
ly finance the boom. 

At first the numbers for profits and capital looked good, but ulti- 
mately, those who most aggressively financed the boom were the 
most devastated by the bust. 

The financial convergent force, which I have really already refer- 
enced, was the decline in Sunbelt economies and real estate mar- 
kets, which dramatically worsened S&L problems in Colorado and 
certain other States. No one was able at that time to predict how 
far down the Colorado economy would drop and how long it would 
stay down. 

All of this is relevant to Silverado because it establishes the envi- 
ronment in both the sayings and loan and their regulators were op- 
erating well into the mid-1980’s. And speaking for myself, what the 
regulatory attitude and mind set was toward Silverado. Prior to 
1987, we viewed the institution as very aggressive and controver- 
sial in its strategies, but engaged in a good faith, legitimate effort 
to survive the volatile 1980’s years. 

Frankly, we were at times more worried about Silverado's more 
conservative brethren in the S&L community who were resistant to 
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change and seemed content to just wait to be mowed down by the 
convergent forces that I cited earlier; and some, in fact, were 
mowed down. 

Silverado certainly had its problems, the earlier examinations 
showed that. However, Silverado management had an answer for 
every question, and they appeared to recognize their risk and put 
in place systems and controls to mitigate those risks. 

Silverado became very frankly a regulator’s nightmare in the 
sense of its large size and incredible complexity of operations, and 
the enormous management, consulting, accounting, and legal re- 
sources it brought to bear in order to rebut the regulators’ con- 
cerns over the last few years. 

Silverado’s various lending, investment and capital raising strat- 
egies did not appeal illegal at the time. But they certainly were 
complex. They certainly were controversial. 

Silverado management spared no expense to convince the regula- 
tors of their prudence. They employed textbook management proce- 
dures — strategic planning, budgeting, written operating policies, 
procedures, systems and controls, the hiring of specialists to assist 
them in unfamiliar areas, exhaustive communication with their 
own Board of Directors and with the regulators. 

Unfortunately, these factors were overshadowed by the substance 
of their business decisions over the years, particularly in the de- 
clining real estate markets of the Sunbelt. 

Could more forceful supervisory action have been taken earlier? 
This is, of course, a very difficult question. First it’s necessary to 
understand the nature and limits of financial institutions regula- 
tion. We were government regulators who were required to exam- 
ine savings and loans and were given certain supervisory and en- 
forcement tools to deal with unsafe or unauthorized practices. 

The system was never designed to absolutely prevent all failures. 
We were not supposed to manage Silverado or any other savings 
and loan. 

We could examine their books and records, which is an inherent- 
ly after-the-fact process. We could warn the Board of Directors 
about problems we detected and direct them to tighten up. 

However, we could not make all of their decisions for them. And 
when serious problems became apparent, our options were really 
pretty limited, and they were generally very drastic. 

We had the power to suspend or remove officers and directors, 
but only beginning in the mid-1980’s, and to take possession of and 
dose an association. But the statutory grounds for such actions 
were very strict, and given the resources and the information that 
we had to work with before mid-1987, I do not believe that the 
grounds existed for such drastic enforcement actions under State 
law. 

Please remember that we did not have the benefit of hindsight 
that we have now. We could only do what we thought was right at 
the time. 

Also, please remember that forceful action was taken when we 
had the grounds, which was in the aftermath of the December 1, 
I9gg examina tion, which lasted nearly 6 full months and presented 
a devast ating ly clear picture of Silverado’s deteriorating financial 
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condition, apparent conflict of interest and unsafe and unsound 
practices. 

We and the Federal regulators successfully placed Silverado 
under a supervisory agreement in October 1987, which restricted 
their operations much like a cease-and-desist order. Then as soon 
as it became evident that Silverado was insolvent, we moved ag- 
gressively in August 1988 to put Silverado under a State law order 
to replenish capital. 

Silverado's inability to comply with that order led to the institu- 
tion’s closure by my office and the Federal receivership action in 
December 1988. 

Finally, Mr. Chairman, I would like to offer just a few quick ob- 
servations about what we can do and what we have already done to 
prevent a reoccurrence of a Silverado-type situation. This, as well, 
is really not intended to be all inclusive. It’s intended to supple- 
ment what has already been presented here by other panelists. 

It’s clear that State and Federal regulatory systems quickly fell 
behind in the early-to-mid 1980’s when aggressive S&L’s took full 
advantage of deregulation. 

You have heard it before, and I will say it again. Deregulation 
does not mean that we should have fewer regulators. If I had it to 
do again, I would have attempted to make a much stronger case to 
my State legislature much earlier for sufficient staff and other re- 
sources to have some chance of matching the resources that a sav- 
ings and loan like Silverado could marshal. 

Working with our legislature in recent years, I am pleased to 
report that we now have resources commensurate with our finan- 
cial institution regulatory responsibilities. The Bank Board should 
be commended for building up its resources tremendously in the 
1985 to 1986 period, although that was certainly too late to prevent 
Silverado’s ultimate failure. 

We needed more and varied enforcement tools. As I said before, 
the tools that we had in place at the time were rather drastic. Sub- 
sequently, our legislature granted us improved suspension and re- 
moval grounds and the authority to assess civil monetary penali- 
ties. 

We may also need a strong administrative cease-and-desist pro- 
ceeding, one that does not more or less automatically lead to a clos- 
ing action; and I am considering proposing legislation on that sub- 
ject in our next State legislative session. 

And finally, I think that Congress and State legislature should 
prohibit all forms of self-funding of capital by financial institutions. 
Silverado traded preferred stock interests for real estate and insist- 
ed that portions of loan proceeds be used by borrowers to purchase 
preferred stock. 

Such practices gave Silverado much additional capital that was 
badly needed to leverage further growth. This allowed Silverado’s 
ultimate losses to be much higher at the taxpayers’ expense. 

Mr. Chairman, thank you for the opportunity to appear, and I 
would be pleased to answer any questions. 

[The prepared statement of David L. Paul can be found in the 
appendix.] 

The Chairman. Thank you very much, Mr. Paul. 
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You made some observations and had some conclusions. The fact 
is that on the State level from Texas to California where you have 
had a very substantial history of S&L failures, where you had abso- 
lutely, literally no restraint on high risk investments, California 
had 100 percent direct investment. We are confronted now with 
some groups that want to go back to those good old days, and you 
have movements right now to try to amend current regulations, to 
provide for a hundred percent borrowing. 

In Texas, we were saying, since 1984 that the State laws — I 
wonder what would happen, Mr. Paul, if way back years ago — and 
some of us were raising that question since about the year we came 
here, and that was, if the Federal Government was providing tax- 
payers back insurance and it was covering and extending to State 
chartered institutions with nothing in return from the States, what 
would happen, what would have happened if the States had whole 
responsibility for paying out as the Federal Government does? 

Don’t you think you would have had strict provisions before? 
And that still is the continuing question, so we are not out of the 
woods at all. And this is the reason we want to get into these cases, 
and we are. 

In fact, you have the same thing in the Northeast that we heard 
in Texas 5 and 6 years ago; doggone it, we are all right, if it 
weren’t for those pesky regulators. If they would just leave us 
alone, why, we would be all right. 

In the meanwhile, of course, it wasn’t all right. So that my ques- 
tion at this point, and this is because I noticed, I believe, Ms. Van 
Cleave, you remembered evidences of conflict of interest, of which 
Mr. Hershkowitz referred, and Mr. Paul, and your statements, very 
properly place great emphasis on the responsibility of the Board of 
Directors. 

This is what this hearing is about. We have had a rationale for 
each one of the hearings. This one here is each State, as far as I 
know, and certainly in the case of Federal, there are fiduciary re- 
sponsibilities placed on the Board of Directors. And why is it that 
we had such a breakdown? 

None of the high flying institutions could have done what they 
did without a compliant without a complacent Board or some abili- 
ty to manipulate the Board. 

Your statements placed great emphasis on the responsibility of 
the Board of Directors as a front line of defense for any insured 
institution. With that, I agree a hundred percent. Your statements 
suggest tkiat you have reviewed the activities of the Board mem- 
bers thoroughly. 

My question is, did all the Board members properly disclose their 
outside interests, any interests that might create a conflict of inter- 
est with their responsibilities to Silverado; and if you can, who or 
what substantial number failed to do so. 

And then, please describe any conflict of interest situations in- 
volving Board members that have come to the attention of the 
OTS, and that is a question for all the panel members, from Mr. 
McCormally or Mr. Paul. 

Mr. McCormally. Mr. Chairman, in connection with the 
4D7M(2) formal examination, we did review several of the conflict 
of interest statements that were submitted by Board members. 
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The institution had a conflict of interest policy in place for sever- 
al years. In reviewing those conflict of interest statements, one par- 
ticular outside director, a Mr. Bush, failed to disclose his relation- 
ship in 1986, failed to disclose his relationship with two significant 
borrowers of the institution, and Mr. Kenneth Good and a Mr. Bill 
Walters. 

Messrs. Walters and Good were limited partners in Mr. Bush’s 
primary business. His primary business was named JNB Explora- 
tion Company, which was an oil and gas limited partnership inter- 
est. 

The Chairman. Were there any other Board members? 

Mr. McCormally. I am unaware of any other failures to disclose 
of outside Board members. 

The Chairman. Does any member of the panel have any knowl- 
edge in addition to that, that Mr. McCormally has just mentioned 
or referred to? 

The reason I ask is because to his credit, Mr. Bush has an- 
nounced complete cooperation with this committee, and we will 
have him here tomorrow. He has been forthright. He has been 
forthcoming. 

He is going to be here tomorrow, and we will have a chance 
then, and I am sure he will present his testimony. And I notice 
that this wasn’t true of the majority of the other Board members 
who have indicated reluctance to come before the committee. 

So I just wanted to point out that these specific instances with 
respect to the fiduciary responsibilities placed on Board of Direc- 
tors, whether they are State chartered or not, is what I t hink our 
primary discussion purposes are here this morning. 

There was one, if I still have time here — well, in other words, 
that second question I had was: Please describe any conflict of in- 
terest situations involving Board members that have come to the 
attention of OTS. 

Mr. McCormally. Mr. Chairman, it may be more appropriate for 
Mr. Hershkowitz to describe those. 

The Chairman. Mr. Hershkowitz. 

Mr. Hershkowitz. Mr. Chairman, I am having trouble under- 
standing the direction you would like me to go in. Are you talking 
about the holding company loans? 

The Chairman. Pardon me? 

Mr. Hershkowitz. Are you talking about the holding company 
loans that are represented by a charter on the wall, or something 
else? 

The Chairman. That would be included. 

Incidentally, I want the Members to know that each one of you 
has a notebook with those charts in an 8 Vi by 11 size. 

In other words, as OTS officials, what knowledge have you 
gleaned as to conflict of interest situations, let us say activities of 
Board of Director members that contravene the standards of trust 
and fiduciary responsibilities? 

Mr. Hershkowitz. Mr. Chairman, there are two situations I 
would like to bring to your attention in response to that question. 

On Tab 8 of our prepared testimony 

The Chairman. Yes. 
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Mr. Hkkhttkowitz. We have a diagram called Funding of Holding 
Company Loans. I notice a simplified or abbreviated version on the 
wall in the upper right-hand side. 

The Chairman. Thank you. 

Mr. Hershkowitz. The title, holding company loans, is our short- 
hand for this particular series of transactions that eventually re- 
sulted in the funding by Silverado of two of its directors, Mr. Metz 
and Mr. Wise, of loans. 

The transactions began when Silverado decided to acquire an ad- 
ditional interest in two properties that were owned by interests 
controlled by Mr. Walters. That was a Gun Club partnership and 
the Broomfield 400 partnership. 

Silverado subsidiary already owned part of that project, and Sil- 
verado decided to acquire a larger interest. Part of the negotiations 
involving the price of that interest with Mr. Walters required Mr. 
Walters to purchase a class of common stock of what would become 
the holding company for Silverado. 

Silverado Financial did not exist or was not funded prior to that. 
Mr. Walters did take part of the funds for the sale of that property 
and purchased the preferred stock, and that became the sole source 
of funds at that time at the holding company level. 

The holding company then lent to Mr. Wise and Mr. Metz 1.5 
and 2.5 million dollars, respectively, from those funds. We believe 
that this particular transaction violated a regulation that we have 
at OTS called Affiliated Party Transactions, and it’s a conflict of 
interest for directors to use the association to fund their own inter- 
ests. 

These loans, by the way, were used by Mr. Wise and Mr. Metz to 
pay off in part loans they had at another institution secured by 
their stock in Silverado. 

In another situation that was described briefly one of the other 
panelists, Mr. Kenneth Good, had a series of loans at Silverado. In 
December 1986, they culminated a series of negotiations between 
Mr. Lewis on behalf of Silverado and Mr. Good, which resulted in 
Mr. Good paying Silverado certain cash up front in exchange for 
the forgiveness of personal guarantees that he had given Silverado 
for certain properties. 

The conflict of interest arises because Mr. Good actually had a 
separate deal going with Mr. Wise at the time that resulted in Mr. 
Wise acquiring Mr. Good’s preferred stock in Silverado on a nonre- 
course note that Mr. Good gave him. 

This was all part of the larger transaction. So Mr. Good eventu- 
ally wound up with property, and Mr. Wise wound up with proper- 
ty, and Mr. Good wound up with what might be considered a sweet- 
heart deal because he gave up over $11 million in personal guaran- 
tees for $3 million in cash. 

The Chairman. That was indeed a good, sweet deal. 

I noticed Gun Club Road Association, is that involving that prop- 
erty that I understand is right next to a toxic waste dump? 

Mr. Hershkowitz. That is my understanding, Mr. Chairman. 

The Chairman. I wanted to point that out to my colleagues be- 
cause this is what is happening all over. 

When RTC talks about disposing of assets, what they have got is 
sit u ations to property next to toxic waste dumps, and on 
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the basis of all the financing that went in support of this kind of 
land deal, I think we should be aware of the extent of the actual 
fraud that has been perpetuated. 

I believe my time is up, so Mr. Wylie. 

Mr. Wyue. Thank you, Mr. Chairman. 

Mr. McCormally, one of the most serious allegations coming out 
of all these hearings is that the regulators did not respond properly 
or quickly enough for one reason or another. 

Do you believe that Neil Bush's presence on the Silverado Board 
played a role in perhaps their slowing down the closing of Silver- 
ado? 

Mr. McCormally. Mr. Wylie, I have no evidence of that whatso- 
ever. 

Mr. Wylie. A former employee has made accusations along those 
lines, a fellow by the name of Mr. James Moroney. Do you know 
Mr. Moroney? 

Mr. McCormally. Mr. Moroney was employed at the Federal 
Home Loan Bank of Topeka for approximately 5 Vi months from 
June to mid-November 1986. So yes, I knew him. 

Mr. Wylie. Did you know him personally? I mean, were you 
closely associated with him? 

Mr. McCormally. I new him only as another employee at the 
bank. 

Mr. Wylie. How much credibility would you assign to Mr. Mor- 
oney’s statement? 

Mr. McCormally. As far as I know, Mr. Wylie, Mr. Moroney 
never had any participation with Silverado directly or indirectly. 

Mr. Wyue. So this allegation would have little or no credibility 
as far as you are concerned then, based on that statement? Is that 
fair? 

Mr. McCormally. I think that is a fair characterization. 

Mr. Wyue. Mr. Sandefur, would you respond to the same two 
questions. 

Mr. Sandefur. I am not aware of any delay in taking superviso- 
ry action at Silverado due to Mr. Bush’s presence on the Board. 

As far as Mr. Moroney, Mr. Moroney was an analyst at the bank 
who was there when I started, and he left in November 1986. As 
far as I know, he never had any connection with Silverado in any 
way either. 

Mr. Wyue. So he wouldn’t be in a position to be in possession of 
knowledge along those lines Is that what you are saying? 

Mr. Sandefur. It would not have been nis function, his job at the 
bank, to have handled Silverado in any way. He could have ac- 
cessed to the files like any other analyst, and reviewed the infor- 
mation in the files. 

Mr. Wyue. Did Mr. Moroney attempt to get employment with 
Silverado? 

Mr. Sandefur. I received a copy of a letter in August 1988 that 
Mr. Moroney had sent to Mike Wise at Silverado requesting that 
he be employed to work out problem assets. 

To my knowledge, he was not employed by Silverado in any ca- 
pacity. 

Mr. Wylie. Mr. Paul, the chairman touched on something that 
has been on my mind for some time now. 
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In all of these cases of horrible experiences of fraudulent activity 
and greed and so forth costing the taxpayers of the United States a 
lot of money, they are all State chartered institutions, every single 
one of them. 

In my own State of Ohio, we have 71 State chartered S&Ls that 
went belly up. They were privately insured, of course. They weren’t 
insured by the Federal Government. But what does this say for the 
so-called dual banking system in your opinion? Is it something that 
we need to reexamine? 

We are going to have a report very soon on the Deposit Insur- 
ance System should be reformed, and you know, I have a kind of a 
tendency to suggest that maybe we ought to take a strong look at 
the so-called dual banking. 

Mr. Paul. Mr. Wylie, let me confine my remarks to the State of 
Colorado. We had laws in the State of Colorado that allowed some 
additional authority for State savings and loans beyond what a fed- 
erally chartered savings and loan could do. 

I don’t believe that our legislature was excessive in terms of the 
laws that it passed. We had major failures in Colorado of federally 
chartered institutions as well. Certainly I am not trying to dimin- 
ish the seriousness of the Silverado failure. However, I think that 
it’s unquestionable that the great majority of Silverado’s loans and 
investments could have been made under Federal charter. 

In fact, our State law is set up such that much of the investment 
authority of a State charter is tied into the authority of a Federal 
charter to make certain loans and investments. 

So from my experience in Colorado, I don’t think that excessive 
State powers have led to all savings and loan catastrophies. I think 
that obviously the system failed in a situation like Silverado, but it 
was, as I said in my testimony, a cooperative State-Federal system 
that failed. 

I don’t think that you can say one system is more to blame than 
the other. 

Mr. Wylhe. Well, I have been given notice that my time has ex- 
pired, but I do want to explore this as to what— how much depend- 
ence there was on the examiners in your office by the Federal reg- 
ulators, whether you had enough examiners in your office, how 
many State chartered institutions there are in Colorado, what their 
total assets are, what the magnitude of the problem is, but I will 
get back to that. 

I will defer to the other members who have been here, Mr. Chair- 
man. Thank you. 

The Chairman. Mr. Annunzio. 

Mr. Annunzio. Thank you, Mr. Chairman. 

Mr. Hershkowitz, when you briefed the staff of this committee 
last week, you said Neil Bush has no role in the collapse of Silver- 
ado. As a matter of fact, that was the way you began your presen- 
tation. Yet today we hear from Mr. McCormally that he played a 
role in loans that went to two people that were associated with him 
in business, and to take that one step further, there was testimony 
tod ay tha t when loans were made at Silverado, the entire board 
voted on these loans. 
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Mr. Bush was a member of that board. He voted on all of these 
loans, yet you make a statement that he has no role in the collapse 
of Silverado. 

Can you justify your statement, and if somebody talked with you 
or instructed you to make such a statement? 

Mr. Hershko witz . Can I start backwards and say that nobody in- 
structed me to make that statement? 

Mr. Annunzio. That is good. Why do you make it? 

Mr. Hershkowitz. If I made the statement, let me append a 
clause to the end of it that Neil Bush’s role in the collapse of the 
savings and loan that we call Silverado was no different than the 
other outside directors. 

To the extent that he voted or didn’t vote on loans to his busi- 
ness partners who were also preferred stockholders of Silverado 
and later stockholders of the holding company, there is no evi- 
dence — excuse me. Let me back up on that. There is, except in one 
case, no evidence that he played an active role as an officer would. 

There is a transaction involving one of his business partners 
where he brought the transaction to the institution, his counsel 
prepared documents for the transaction, his — he talked to manage- 
ment to try to get the transaction approved. However, that transac- 
tion was never consummated and therefore there was no loss to the 
institution as a result of that transaction. 

Mr. Annunzio. Well, we have a vote coming up, but nevertheless 
it took you a long time to answer my question. It was either yes or 
no as far as I am concerned. 

Mr. Wylie. Would the gentleman yield? 

Mr. Annunzio. Would you tell me how many loans to his part- 
ner, Mr. Good and Mr. Walters did Bush vote on and what were 
the value of those loans? Can you tell me that? 

Mr. Hershkowitz. I am sorry, Congressman, we are trying to — 
let me tell you what the problem is. Maybe that will answer the 
question for you. He either voted to approve directly or ratified all 
the loans to Mr. Walters, and what we are trying to do is separate 
those that he voted on and those that he ratified. 

If you are not interested in the difference, all the loans that were 
made to Mr. Walters he either voted on directly or ratified. 

Mr. Wylie. Will the gentleman yield? 

Mr. Annunzio. How many loans did he vote on and what was 
the value of the loans? It is a simple question. Were the value of 
the loan dollars $10,000, $50,000? You know the answer. 

Mr. Hershkowitz. The loans were all in the order of magnitude 
of millions of dollars, I just don’t have that number memorized. 
The staff behind me is trying to come up with that number. 

Mr. Annunzio. Can you tell me how many went in default? 

Mr. Hershkowitz. All of them. I have been handed a note which 
I believe is accurate that the total amount of the loans was ap- 
proximately $106 million. 

Mr. Annunzio. One hundred six million dollars, and they all 
went in default? 

Mr. Hershkowitz. Yes. 

Mr. Annunzio. How much was recovered out of these loans? 
How much did you recover? Did the b ank lose the whole $106 mil- 
lion? 



35 

Mr. Hkbshkowitz. I don't know. The FDIC has that number. I 
don’t have it. 

Mr. Annunzio. You come today as a witness. I am sorry to tell 
you you don’t know too much, then. 

Mr. Hkbshkowitz. I am sorry. I didn’t hear you. 

Mr. Annunzio. You came to testify as a witness today, and I am 
sorry to say to you, it appears to me you don’t know too much 
about what was going on. 

Mr. Hkbshkowitz. Well, I don’t know how much the FDIC has 
recovered. 

Mr. Annunzio. As you know, Mr. Hershkowitz, directors are 
liable for their actions, and they are subject to civil suits to recover 
money lost by their actions such as approving bonus loans and quid 
pro quo schemes. 

Many directors of financial institutions have been sued by regu- 
lators to recover funds. It is very common in my own citv of Chica- 
go. I can name the banks. I can name directors of these banks that 
have been sued by the FDIC, that have signed consent decrees, 
have got deals or consent, and they paid large fines. 

These directors are held liable, and they can be sued by the regu- 
lators to recover funds. Has OTS sued any directors of Silverado to 
recover the taxpayers’ money? 

Mr. Hkbshkowitz. No, we have not. The reason we have not 

Mr. Annunzio. Let’s get to the nitty-gritty. 

The Chairman. Excuse me. Will you yield? 

Mr. Annunzio. Yes, I yield. 

The Chairman. Well, you wouldn’t be the ones suing, would you? 
You would be recommending who in effect would be— would it not 
be the FDIC? 

Mr. Hershkowitz. It would be the FDIC. We have turned over 
all our records to the FDIC. We have met with FDIC c ouns el to ex- 
plain to them what is in the records, and as a result of FIRREA we 
will be able to recover ourselves as regulators funds for the institu- 
tions that — where the violations occurred after August 9 of last 
year. 

Mr. Annunzio. Again, my same question, how much money will 
you be able to recover, the FDIC? 

Mr. Hershkowitz. I am sorry, I don’t know how much money the 
FDIC will be able to recover. 

The Chairman. Will you also continue to yield here. As I ex- 
plained earlier, Mr. Bush will be here tomorrow. Because I think in 
all fairness to everybody, I think the question here that should 
relate to any Member inference or insinuation of responsibility is 
do you have any information that Mr. Bush ever concealed from 
the Silverado board or refused to divulge information concerning 
these transactions or loans? 

Mr. Hershkowitz. We have reviewed — well, based on my review 
of the minutes of the meeting and testimony, it appears that Mr. 
Bush had information that would have been relevant to the other 
board members and did not disclose it. 

We do not have evidence that he was asked for the information 
and refused to disclose it. 

The Chairman. And therefore that would have had an impact on 
the judgment decisions by the board members? 
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Mr. Hershkowttz. That would require me to get into the minds 
of the other board members. 

Mr. Annunzio. My time has expired, Mr. Chairman. 

Mr. Wylie. Mr. Chairman, would you yield on that point? 

The Chairman. Yes, unanimous consent to recognize Mr. Wylie. 

Mr. Wylie. There is information in my record that in those cases 
where Mr. Bush had some information, which he didn’t reveal to 
which you referred, he abstained from voting; is that correct or 
not? 

Mr. Hershkowttz. That’s correct. 

Mr. Wylie. And he never did vote on any of the Walters loans. 

Mr. Hershkowttz. No, he voted on the Walters loans, not on the 
Good loans. 

Mr. Wylie. I mean not on the Good loans. The three Walters 
Loans were approved while he was on the board? 

Mr. Hershkowitz. I can’t argue with that number. It sounds 
about right. 

Mr. Wylie. OK. Thank you, Mr. Chairman. 

The Chairman. The committee will stand in recess for about 10 
min utes to allow the Members to record their votes. 

[Recess.] 

The Chairman. The committee will please resume. 

The committee will come to order. 

Mr. Leach. 

Mr. Leach. Thank you, Mr. Chairman. 

As the panel knows, one of the reasons for this hearing is to try 
to figure out what lessons there are for the future, what has hap- 
pened in this whole thrift episode that we might want to try to 
avoid. It strikes me that while the regulators fiddled, the taxpayers 
got burned, and I would like to bring you into the accountability 
equation, rather than to present you as having rescued us from a 
particularly difficult circumstance. 

If we look at the statistics in 1984, this particular thrift almost 
doubled in size from $582 to $983 million, and $100 million of that 
came from the Topeka Federal Home Loan Bank Board. In 1985 
the assets grew another half a billion with another $82 milli on 
coming from Topeka. 

In 1986 assets grew another $300 million, with $123 mil lion 
coming from Topeka. In 1987 the assets grew another $400 million 
with apparently the majority coming from the Topeka Federal 
Home Lx)an Bank Board in terms of advances. 

So what we have here is the Federal Government’s regulatory in- 
stitution advancing money to a thrift. It looks as if the institution 
had the right to borrow from the taxpayer and then walk away 
from those loans. The reason I raise this is that another aspect of 
this dual nature of the Federal Home Loan Bank System is that 
the regulated institutions themselves had certain control over their 
regulators. As I understand it, for example, from Silverado Mr. 
Wise was at one point on the board of the Regional Bank. Is that 
not correct? 

Mr. McCormally. Mr. Leach, sometime in the early 1980’s I be- 
lieve Mr. Wise did sit on the board of directors of the Federal 
Home Loan Bank of Topeka. 
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Mr. Leach. Now, the reason, again, I raise this issue is that expo- 
nential growth in the financial community is something that most 
people look at pretty carefully if they are regulators, and apparent- 
ly it wasn’t looked at overly carefully here, and if we look at some 
of the dynamics of this, as I look at what happened at this particu- 
lar institution, in 1985 the real estate owned by the institution 
grew 10-fold from 1.7 to $17.1 million. 

In 1986 Silverado reported a RAP net loss of $15.7 million, while 
at the same time reporting a GAAP income of $15.5 million, partly 
because it reversed some $13 million in loan loss reserve allow- 
ances. Then in 1988, and this is in March 1988, long after some of 
you said that you had indicated that you saw some problems, the 
rating was actually improved from a 4 to a 3. Is that correct? 

Mr. Sandefur. What you are referring to is a limited exam that 
was done in March 1988 where one of the 5 ratings that makes up 
the composite rating was upgraded from a 4 to a 3. 

However, the 

Mr. Leach. Which rating is this? 

Mr. Sandefur. On interest rate risk management. 

Mr. Leach. Yes? 

Ms. Van Cleave. Actually the rating was downgraded from a 2 
to a 3. Composite rate is a 4. They only rated risk management, 
and they rated it a 3. 

Mr. Leach. Let me just say my sense is that we had some misdo- 
ings on the board, but the regulators don’t come out of this quite as 
nicely as I think the appearance today from your testimony would 
make it look. 

My own sense is the gentleman from Illinois was looking at 
people that might be sued. It strikes me that the system that we 
set up from here in Congress ought to be suable. That is, we set up 
a system that allowed this kind of exponential growth and then al- 
lowed the regulators themselves to be part of an institution that 
itself was a bank that lent money to the regulated in a way that is 
not overly prudential. 

Finally, let me just conclude because I have a little bit of back- 
ground with one of the people that has been talked about today, I 
think we are focusing on an outside director when we should be fo- 
cusing on the problem. 

I know Neil Bush as a thoughtful young man who I think frank- 
ly was lured into becoming an outside director in a financial insti- 
tution, which at the time was composed of inside directors who ap- 
peared to be good community citizens when, in fact, they may have 
been up to their ears in scheming conflicts. 

It is conceivable that mischievous people with mischievous mo- 
tives might have wanted to use the son of the then vice-president, 
but I frankly find it inconceivable that Neil Bush wittingly did 
any thing wrong. I raise this mainly in the context of the calling of 
witnesses, this being the first panel that has been called bringing 
in outside directors. Reputations, after all, are at stake here. 

Let me just say from the perspective of the minority, I have 
frankl y disag reed with issues of almost everybody on this commit- 
tee from time to time, and I have also disagreed with some of the 
past positions that I, myself, have taken, but I have been very care- 
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fill not to raise individual names in an accountability sense. That is 
for other people to do. 

Frankly, I think in assessing our work product of the past decade 
we have all flunked, but there is a great difference between fl unk - 
ing in judgment and failing in character tests, and I think we 
ought to discriminate between those very carefully. All of us have 
made mistakes, but as a former cabinet member once suggested 
when he was acquitted of an alleged crime, where do you go to get 
back your reputation? 

I think we all ought to be very conscious of this problem and 
very concerned that the shadow of Charles Keating not come to fall 
over the wrong people because of misunderstood circumstances. Fi- 
nally, let me just say, I think maybe Neil joins us all in Congress 
in not seeing the big picture soon enough, but he is a very fine 
young man with a fine future. 

I hope we are not unfair to him in ways that are unfair to the 
system itself. Thank you, Mr. Chairman. 

The Chairman. Thank you, Mr. Leach. 

Mr. Neal. 

Mr. Neal of North Carolina. Thank you, Mr. Chairman. 

I would like to ask each of you to comment, if you would, briefly 
on this question. In trying to understand this problem in the broad 
sense, and I am not now focusing only on Silverado, but on the 
whole savings and loan mess or however you would like to charac- 
terize it. 

I have come to think that, oh, 80 percent of it is the result of 
crooks, crooked activity, gross mismanagement, and then the super- 
visory regulatory structure simply not doing its job, either at the 
Federal or State level. 

I say 80 percent because I recognize that the high inflation of the 
late 1970’s and other economic conditions played a role in this. But 
80 percent of it just was crooked activity and then the regulatory 
supervisory restructuring, and in many cases the administration 
consciously deciding not to do its job. 

Would you all agree with that characterization, and if not, how 
would you disagree? 

Mr. Hershkowitz. Congressman, I guess of the panel members 
here, I have the broadest breadth of experience seeing the whole 
country from Washington. Their view is limited to a portion of the 
country. Even so, because I am in enforcement, I only see the worst 
situations. 

All the situations that I have seen obviously would involve some 
type of mismanagement or fraud, but I don’t think any of us on the 
panel have a broad enough experience in the whole situation to be 
able to give you even an estimate of the percentage due to fraud. 

Mr. Neal of North Carolina. Would you take exception to my 
characterization of it based on your own experience? 

Mr. Hershkowitz. As I said in my experience, I only get the 
worst of the worst. I just don’t have any basis for estimating what 
happens in the other ones. 

Mr. Neal of North Carolina. Well, based on what you have 
seen. 

Mr. Hershkowitz. I can tell you I have read the newspaper and I 
have heard other people guess how much it is. I believe Congress- 
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man Barnard’s committee has a report out which talks about 20 or 
25 percent or 30 percent, something in that range. But those insti- 
tutions that come to enforcement, they come to enforcement be- 
cause there is a problem with management. 

Mr. Neal of North Carolina. The reason I ask the question, I 
have asked others something similar. It just seems to me if we are 
going to avoid something like this happening again, we have to un- 
derstand it clearly. I am not sure that we do yet do at least we 
have differences of opinions on this question. 

Well, let me ask, is there anyone else who would like to comment 
on this or feel capable of commenting? 

Yes, sir? 

Mr. Paul. Congressman Neal, 1 would agree with my fellow pan- 
elist that it is very difficult to quantify the amount of fraud. There 
has certainly been a lot of fraud alleged. It has been my personal 
observation that not much of it has been proven in a court of law 
at this point. 

In terms of the regulators failing to do their jobs, I touched on 
this in my testimony. There was a certain mind set and attitude in 
the early 1980’s that I think made us feel that we were doing our 
job as best we could, that it was the savings and loans that were 
resistant to change and were going to let those forces take them 
down, those were the ones that we had to be the most worried 
about. Institutions that showed some aggressiveness, some creativi- 
ty, an ability to respond to these various market forces that were 
converging on them, those were the ones that we honestly had 
some hope for back in those dark days. 

Now all of that looks very different, with the crystal clarity of 
hindsight, but we thought we were doing some of the right things. I 
am not going to try to tell you that we thought we were perfect at 
the time. We missed some things, but we thought we were doing 
some of the right things to help institutions survive, given the 
forces that they were dealing with. 

Mr. Neal of North Carolina. You refer to the mind-set of the 
time. The mind-set was essentially to get government off the backs 
of business, including the savings and loan business, wasn’t it? 

Mr. Paul. That is true. 

Mr. Neal of North Carouna. That was the conscious decision 
that I was talking about. I think that it is something we have to 
come to grips with. I don’t myself like overly burdensome regula- 
tion. I would like to see the marketplace work and so on. I am a 
great believer in it, but we have a unique situation here where the 
government is ensuring deposits, and it simply is clear that that 
cind of theory doesn’t work if we are standing behind the deposits. 
Somebody has to keep an eye on what is done with those deposits. 

I think that, frankly, was a huge flaw in the thinking of the 
time. I mean — let me ask you, if I may, one other question here. In 
ou tlinin g the chronology of what happened in this case, it seems to 
me I recall your saying that you discovered the problem. 

There was about a 3-year period when this institution wasn’t 
thoroughly examined, and then finally as the aftermath of the De- 
cember 1, 1986, examination, which lasted nearly 6 full months and 
presented a devastatingly clear picture of Silverado’s deteriorating 
fini>nHf»l condition, apparent conflicts of interest and unsafe and 
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unsound practices and so on, you then successfully placed Silverado 
under a supervisory agreement in October 1987. So there was an 
examination in December 1986 that lasted 6 months and then 
about a year later there was a supervisory agreement and then 
about a year after that there was a receivership action. 

I am just curious as to why it took so long. I don’t mean to be 
unfair about this. It may have been perfectly reasonable. It seems 
to me that if you saw that this institution was in deep trouble 
about the middle of 1986, why was it — why did it take until Decem- 
ber 1986 for there to be some very decisive action? 

Mr. Paul. Congressman, I think my testimony suggests that we 
relied heavily on the December 1, 1986, examination, which was 
not concluded until May 1987 and was not available to the regula- 
tors in final form until July 1987, in terms of our feeling that we 
had to support the strong action that the bank board wanted to 
take, which was the supervisory agreement. 

Prior to even the conclusion of that examination, in March 1987, 
at a board meeting with the Silverado directors, certain superviso- 
ry directives were issued to Silverado and certain corrective actions 
were essentially agreed to by Silverado. As to the period prior to 
that December 1, 1986, examination, the examination report itself 
says that the last comprehensive examination was in 1983. 

I think that kind of depends on one's definition of comprehen- 
sive. There were two intervening examinations that in my view 
were very significant examinations of asset quality, both in 1984 
and 1985. They weren’t soup to nuts examinations, but they were 
very intensive examinations into asset quality, which was the guts 
of the matter at Silverado, and I believe that certain corrective ac- 
tions were requested of the board and certain ones were imple- 
mented. 

You have to also understand that examination was not the only 
contact that we had with that institution in the 1983 to 1986 
period. There were frequent supervisory correspondences. I think 
the Federal chronology indicates that. There were meetings with 
the senior management team, and as I said, they had an answer for 
every question, and they had what we thought at the time were 
some very legitimate strategies and systems and controls to miti- 
gate the risks of the high growth and the major lending that they 
were doing. 

So I would like to dispel the image that really nothing went on 
between the 1983 and 1986 examinations. 

Mr. McCormally. Congressman, may I fill in a few facts as well? 
The examination was commenced as of December 1986. Dorothy 
Van Cleave prepared interim examination reports concerning in- 
terim findings on some of the transactions that are noted up on the 
wall. Those were received in the latter part of January and early 
February 1987. 

The staff met, we recommend that a cease and desist order be 
insured against this institution. Enforcement was contacted, en- 
forcement was fully supportive of a cease and desist action. 

We attended a meeting on March 10, 1987, with the board, with 
every intention of seeking the execution of the cease and desist 
order. During the course of the meeting, during a break, a call was 
made to Mr. Mowbray, who was the principal supervisory agent. 
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Mr. Mowbray decided not to present the cease and desist order 
against the advice of the staff. We were not going to walk out of 
that institution without stopping the quid pro quo transactions, 
without stopping the real estate for stock deals, and without stop- 
ping the other transactions referenced on the wall. 

We therefore huddled in a corner and agreed we would issue a 
supervisory directive that this institution shall not engage in any 
self-funding activities after that date. That was March 10, 1987. 
The institution complied with that directive as confirmed by subse- 
quent examinations. 

As the commissioner has indicated, the examination report was 
received in July 1987, not May. It was in July 1987. It was immedi- 
ately transmitted to the institution. 

We then began discussions on a supervisory agreement. Mr. San- 
defur and I negotiated that supervisory agreement. We took every 
provision out of the cease and desist order that we intended to 
present in March, and we added page after page after page to it to 
further restrict the operations of this institution. 

The institution was to engage in home lending type investments. 
It was taken out of the Quid Pro Quo Program as of March 1987. 
That was subsequently rolled into the supervisory agreement. As of 
March 1987, all self-funding transactions ceased. 

Mr. Neal of North Carolina. Who made that call? 

Mr. McCormally. The call was made by the director of agency 
functions back to Topeka to speak to Mr. Mowbray. 

Mr. Neal of North Carolina. Why was that done? 

Mr. McCormally. I do not know. I was informed that Mr. Mow- 
bray desired to learn of the events which took place during the 
course of the board meeting. Staff members, including myself, were 
not advised of that beforehand. 

Mr. Neal of North Carouna. But anyway a decision was made 
at a very high level and within the Federal Home Bank Board not 
to proceed in a way that was recommended by the staff? 

Mr. McCormally. The principal advisory agent was the senior- 
most regulatory official at the district office. That is correct. 

Mr. Neal of North Carolina. And who made the decision, 
then? 

Mr. McCormally. Mr. Mowbray, the PSA. 

Mr. Neal of North Carolina. But ultimately who made the de- 
cision? 

Mr. McCormally. Congressman, all I know is what was commu- 
nicated to me, and it was Mr. Mowbray’s decision. I do not 
know 

Mr. Neal of North Carouna. Mr. Chairman, he was responding 
to a directive from above, as I understand it. Is that not true? 

The Chairman. No, that was his decision. The recommendation 
for C&D, for cease and desist went to him, and he had the power to 
either agree or not, and he didn’t. He also is the one that okayed 
the loans from the Home Loan Bank to Silverado. 

At this point we intend to issue a subpoena for Mr. Mowbray be- 
cause he had indicated that he might appear, then he finally told 
os, I believe, last week that he wouldn’t. 

He was going to Greece. 
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Mr. Neal of North Carolina. Is he still an employee of the 
agency? 

The Chairman. Not that I know of. I hope not. 

Mr. Neal of North Carolina. Well, it does seem to me there is 
something important here that we need to understand better than 
we do. 

Mr. Wylie. Mr. Chairman 

The Chairman. Well, I don’t see what there is that the gentle- 
man lacks in understanding. 

Mr. Neal of North Carolina. Well, it sounds to me like some- 
one — he got a phone call and that someone senior to him within 
the agency told him 

The Chairman. That is Mr. Mowbray. That is the one that made 
the decision to disapprove the cease and desist order. And the his- 
tory shows that where in other instances it went to the regional 
bank, it was a Washington office that didn’t want to do it, so what 
you have here is the now well-established record of the good per- 
formance, the honorable performance of the legal staffs, such as 
these. They are not on the judgment-making decision level. 

They did their work. As you brought out, there was a 3-year 
period they didn’t have a comprehensive examination, but in the 
interim they had three special exams, and each one of them these 
gentlemen and ladies were saying there are serious things wrong 
here. 

Even though they didn’t have a comprehensive examination, 
they did have the others, and in each one of them they were re- 
porting either mismanagement or malfeasance so that it is on the 
top level that we have seen where the system, I guess, you can say 
broke down. 

Mr. Kanjorski. Will the gentleman yield? 

Mr. Neal of North Carolina. Can I just see if I am clear on 
this? I am sorry to be so dense. Are you saying, Mr. Chairman, it 
was Mr. Mowbray that made the final decision; that he was the 
senior official who made this decision? 

The Chairman. Yes, sir. 

Mr. Kanjorski. Will the gentleman yield? 

Mr. Neal of North Carolina. Yes, sir. 

Mr. Kanjorski. I direct a question to the Chair. Are we going to 
subpoena Mr. Mowbray? 

The Chairman. I said a little earlier that we intend to. 

Mr. Kanjorski. Apparently someone senior to him, on the basis 
of this testimony, a telephone call was received by 

The Chairman. No, I don’t think he was referring to a telephone 
call. 

Mr. McCormally. Can we make sure that everyone clearly un- 
derstands? We were in a meeting in Denver with the board in 
March 1987 where we discussed the interim examination findings 
with the board and certain members of senior management. 

At the end of that meeting a telephone call was made to Topeka 
to discuss the events which transpired during the meeting with Mr. 
Mowbray. 

I did not participate on the call. When the gentleman got off the 
phone, he informed Mr. Hershkowitz and myself that Mr. Mowbray 
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had decided not to present the cease and desist order to the institu- 
tion. 

Mr. Kanjorski. Is the gentleman on the phone on the panel 
today? 

Mr. McCormally. No, he is not. 

Mr. Kanjorski. Who is that gentlemen? 

Mr. McCormally. He is the director of agency functions, Tommy 
Thompson. 

Mr. Kanjorski. Have we subpoenaed Mr. Thompson? 

The Chairman. He was also invited, and he refused, so he is on 
the list. 

Mr. Kanjorski. OK. Thank you, Mr. Chairman. 

The Chairman. That is about as far as we can go anyway, but 
actually I think Mr. Neal ought to realize that that higher call was 
actually Mr. Mowbray. 

Mr. Neal of North Carolina. Yes, I now understand that. Well, 
when we get him here we will understand more fully whether or 
not others were involved in that decision, as well. 

The Chairman. I would think so. Were you seeking recognition, 
Mr. Wylie? 

Mr. Wylie. Well, just pertinent to that discussion you had there 
with Mr. Neal, there is a memorandum that is dated February 17, 
1988. It says, to Office File, from Jake Grace and Dennis Lacey, in- 
dicating that there have been communication from the institution, 
from Silverado to the regulators ahead of time before the meeting 
took place. 

I think this came from the files of Mr. Sandefur. I thought it was 
probably pertinent to the discussion that was taking place and 
would suggest it be offered into the record at this point. 

The Chairman. Hearing no objection, it is so ordered. 

[The information referred to can be found in the appendix.] 

The Chairman. Mr. Parris. 

Mr. Parris. Mr. Chairman, for the record, I have in my hand a 
memorandum from the OTS enforcement Topeka district office, 
dated January 18, 1990, which indicates that three loans were 
made to Mr. Walters when Mr. Bush was a member of the board of 
directors. And they totaled $34 million. I would offer this for exclu- 
sion in the record at this point. 

The Chairman. Well, if there is no objection, it is so ordered. 

[The information referred to can be found in the appendix.] 

Mr. Parris. Thank you. 

The Chairman. Will you yield there? The information we have is 
that Walter related interoffice transactions, seven loans, $84 mil- 
lion, three purchases of $82 million. 

Mr. Parris. Mr. Chairman, I think the record will show that of 
the telephone transactions, only three were adopted when Mr. 
Bush was on the board. The others were approved by the invest- 
ment committee. 

The Chairman. OK. There being no objection, it is so ordered. 

Mr. Parris. 

Mr. Parris. Mr. Chairman, Mr. Paul, you are a State regulator? 

Mr. Paul. Yes. 
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Mr. Parris. You run the Colorado financial resources, whatever 
the proper word is. Did you know about the loan pool and the Quid 
Pro Quo Programs of Silverado? Did your office know about it? 

Mr. Paul. Congressman, yes, we were aware of the existence of 
the loan pool at essentially the same time that the Federal regula- 
tors were, and we became aware of the quid pro quo transactions. 

Mr. Parris. Did you ever approve it, your office ever officially 
approve it in some way? 

Mr. Paul. To the loan pool, no, we did not issue an opinion on 
that. We essentially relied on an opinion that it was in accordance 
with GAAP. 

Mr. Parris. Did you ever try to disapprove it? 

Mr. Paul. The loan pool? 

Mr. Parris. Yes. 

Mr. Paul. No. 

Mr. Parris. How about the quid pro quo, one way or the other, 
approve or disapprove? Did you take any action with regard to it? 

Mr. Paul. Well, we were in agreement with the Federal action in 
March 1987 to stop that form of self-funding of capital. 

Mr. Parris. Yes, but you knew about it before that, didn't you? 

Mr. Paul. No, it came out of that December 

Mr. Parris. As a result of the October 1987, that period right 
there? 

Mr. Paul. Our knowledge of the quid pro quo loan transactions 
came out of the December 1, 1986 examination and, specifically, 
the interim reports on that exam that were issued in late January 
1987. 

Mr. Parris. Are you aware that it was approved by the chief ac- 
countant of the Federal Home Loan Bank Board in Washington 
and by the head of the Securities Department? 

Mr. Paul. The loan pool? Yes, I was aware of both of those facts. 

Mr. Parris. Have any of you ladies and gentleman ever served or 
the board of directors of a thrift institution? Apparently not. Have 
any of you ever been on a bank board? 

Apparently not. Any of vou ever been a part of a management of 
an insured institution in the private sector? 

Mr. Sandefur. Yes, I have. 

Mr. Parris. What did you do, Mr. Sandefur? 

Mr. Sandefur. I was vice president and cashier of a bank in Col- 
orado. 

Mr. Parris. Did you ever attend board meetings? 

Mr. Sandefur. Yes, I did. 

Mr. Parris. Mr. McCormally testified earlier that many of these 
loans were approved unanimously. My question is, with your expe- 
rience, Mr. Sandefur, and I assume you ladies and gentlemen have 
audited other financial Federally insured institutions, do you find 
it unique or extraordinary that the number of loans were approved 
unanimously? 

Mr. Sandefur. Unusual? 

Mr. Parris. Yes, extraordinary. Aren’t most of them done that 
way, Mr. Sandefur, in your experience? 

Mr. Sandefur. In my experience with the loans that were origi- 
nated under a given loan policy that was considered to be — you 
know, I was one of the officers who helped draft the loan policy. 
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Mr. Parkis. Normally aren’t they recommended by the invest- 
ment committee and their management discusses them with the 
members of the board and they recommend approval and most 
people just say, OK? 

Mr. Sandefur. At our particular institution we had a committee 
of outside directors who formed the loan committee and then loans 
were approved initially by an outside committee and then to the 
board of directors. 

Mr. Parris. I understand. You are not answering my question, 
Mr. Sandefur. Isn’t that the way it really works in the real world? 

Mr. Sandefur. At our particular institution we — most loans 
were approved unanimously. 

Mr. Parris. Thank you. 

Mr. McCormally, isn’t that correct? Hasn’t your experience as an 
auditor — I assume you have audited other institutions. 

Mr. McCormally. Congressman, I am an attorney, I am not an 
auditor. 

Mr. Parris. OK. You are familiar with the audit of other institu- 
tions? Would you agree with what Mr. Sandefur just said? Aren't 
most loans approved in a normal process of financial institutions 
by unanimous consent? 

Mr. McCormally. In most problem institutions that I have dealt 
with, Congressman, yes, unanimous approval on virtually all loans. 

Mr. Parris. Most problem institutions, you say. Are you making 
a distinction between those two? 

Mr. McCormally. Yes, I am. 

Mr. Parris. So they are not done unanimously by most good in- 
stitutions, just the bad ones, is that what you are telling us? 

Mr. McCormally. In the problem institutions that I have dealt 
with in the last 5 years 

Mr. Parris. But I am not limiting my intent, the intent of my 
question, Mr. McCormally, to your experience or 5 years or any 
other period. I am just talking about financial institutions. Yes or 
no, do you know or not? 

Mr. McCormally. Congressman, I deal only with problem insti- 
tutions. 

Mr. Parris. OK, never mind. I am apparently not going to get an 
answer. Federal Savings and Loan Insurance Corporation restricted 
under, I gather, the October 1987 — and I don’t want to get hung up 
on the date — but restricted loans that this institution could make 
•o related parties, including MDC. 

Now, MDC, that was not a part of Silverado in any way, was it? 
Whv were they related parties? 

Mr. Sandefur. They were a related party because they were a 
preferred shareholder in Silverado. 

Mr. Parris. Under the Quid Pro Quo Program? Is that how they 
at the 

Mr. Sandefur. They originally became a stockholder through a 
real estate for stock transaction in 1984. 

Mr. Parris. But did that end up being one of these quid pro quo 
arrangements? 

Mr. Sandefur. It wasn’t a part of the Quid Pro Quo Program 
bat specifically developed, but it was a forerunner to that pro- 
gram, yes. 
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Mr. Parris. It was prior to that? 

Mr. Sandefur. Yes, it is my understanding that the Quid Pro 
Quo Program basically evolved near the latter — in the latter half 
of 1985 and through 1986. The real estate for stock deals that they 
had in 1984 and 1985 were apparently a precursor to the later ac- 
tivity. 

Mr. Parris. Then the restrictions on credit transactions, operat- 
ing restrictions were based on the MDC stock ownership? 

Mr. Sandefur. As far as the provision that related to related 
parties, MDC would have been considered to be a related party. 

Mr. Parris. Do you know if the Federal Home Loan Bank Board 
ever imposed operating restrictions on Silverado? Does anybody 
know that? Did they ever impose any prior to that time? 

Mr. Sandefur. To my knowledge there was not a formal agree- 
ment executed with Silverado prior to 1987. There were informal 
actions that were taken through the form of supervisory directives. 

Mr. Parris. One last question. 

We have been informed by other Federal banking agencies that 
no cease and desist order has ever been brought against an outside 
director after the institution has been closed, which is the case 
similar to this case with Mr. Bush. That is correct, is it not, in re- 
gards to Mr. Bush? 

Mr. Hershkowitz. Yes, to the best of my knowledge. 

Mr. Parris. Is there a reason for that? Can anybody give me a 
reason why this is the only case in the history of financial institu- 
tion regulation that this has happened? 

Mr. Hershkowitz. I can only speak from personal experience. 
This is the only instance that I am aware of where we had a direc- 
tor who was involved in a transaction that involved questionable 
activities, and as a result of a recommendation to the staff, senior 
people at the agency determined that those activities were signifi- 
cant enough to warrant a cease and desist order. 

Mr. Parris. Well, that memorandum I just put in the record, Mr. 
Hershkowitz, were you a part of that? 

Mr. Hershkowitz. I am not sure which one you put in the 
record. 

Mr. Parris. It was the letter — I don’t know where it went to 
now. 

Mr. Hershkowitz. Are you speaking about a recommendation for 
the enforcement review committee? 

Mr. Parris. Yes. 

Mr. Hershkowitz. I was one of the — yes, I signed the recommen- 
dation to the enforcement review committee. I don’t know if that is 
the one you are talking about. 

Mr. Parris. It says, “Bush and his counsel made a presentation 
after Bush gave testimony in the course of our formal examination 
that was consistent with documents in our possession, was internal- 
ly consistent, and inconsistent with conclusions we had formed 
based on the evidence previously available to us,” so you recom- 
mended that this matter be reduced to an agreement in the same 
category as a cease and desist order; right? 

Mr. Hershkowitz. Yes. 

Mr. Parris. But my question, Mr. Hershkowitz, is why this case? 
Why the only one in history that we can find? 
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Mr. Hershkowitz. We have to go back, and I hope I am not 
going back too far, but we have to go back to how this was brought 
to the staffs attention. It was — part of the examination discovered 
vhen they were going through Mr. Good’s financial statements a 
loan had been made to Mr. Bush. If a loan had been made by a 
major borrower to any director or any other type of, transaction 
like that, it will have created supervisory concern and an investiga- 
tion would have ensued, which was what occurred in this case. 

Mr. Parris. But Mr. Hershkowitz, can you just tell me this — this 
is my last question, Mr. Chairman — what good does a cease and 
desist order do to an outside director 2 years after an institution 
has been closed? 

The Chairman. Well, will you yield to me, Mr. Parris? Is there 
such a thing as an issuance of a cease and desist against an outside 
director? I thought that case was still pending. 

Mr. Hershkowitz. That is pending. That has not been deter- 
mined by 

Mr. Parris. But you made the recommendation, haven’t you? 
Isn’t that the same thing? 

Mr. Hershkowitz. There is a big difference between my recom- 
mendation and a final decision by the agency. 

Mr. Kanjorski. Cease and desist from what, if I may ask? 

Mr. Parris. The staff just tells me — I don’t want to get into se- 
mantics here. What are we trying to do here 2 years later is what I 
am trying to get at. Can somebody give me some reason for this? 
Why? 

Mr. Hershkowitz. We are responsible for bringing to the atten- 
tion of senior people violations or unsafe or unsound practices. 

Mr. Parris. Thank you, Mr. Chairman. 

The Chairman. Well, if you — let’s get unanimous consent so we 
can pursue that for a minute. 

Mr. Parris. Mr. Chairman, when you sit where you sit, you can 
pursue it as long as you like. 

The Chairman. No, no, I think this is important to distinguish. 
Is it a cease and desist or something else? 

Mr. Hershkowitz. We are litigating, and if the staffs position is 
agreed to by the administrative law judge and ultimately the direc- 
tor of the agency, the result will be the issuance of a cease and 
desist order. Right now all we have is a notice of charges, which is 
equivalent to a civil complaint. The process that we are going 
through is an advocacy process, a judicial process to determine 
what the facts are, and then the finder, the judge will make a rec- 
ommendation as to whether or not a cease and desist order should 
be issued. 

The Chairman. To an outside director, cease and desist or some- 
thing else? 

Mr. Hershkowitz. Yes, cease and desist. 

The Chairman. Well, what is he going to cease and desist from 
doing since he is no longer a director. 

Mr. Hershkowitz. If we can speak hypothetically, it would pre- 
rent someone — like a prohibition order, it would prevent someone 
from doing something m the future. 

The Chairman. I think the correct term would be a prohibition 
order. 
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Mr. Hershkowitz. Well, a prohibition order is an absolute ban 
from ever participating in the affairs of any financial institution. A 
cease and desist order is a more finely crafted document that re- 
lates specifically to the types of activities that created the problem. 
It is not an absolute ban to all activities. 

The Chairman. I know, but cease and desist is advanced in pro- 
spectus, that is cease and desist from some practice, and ongoing 
activities. 

Mr. Hershkowitz. It would be like an injunction in Federal Dis- 
trict Court. The fact that someone has, for example, violated the 
Federal securities laws by getting involved in insider trading, that 
insider trading could have taken place 3 years ago. The SEC seeks 
an injunction to prevent someone from doing that again in the 
future. 

Mr. Wylie. Mr. Chairman, he used the word “prohibition order,” 
and that is a new word that just came out here a little while ago. 
What is the difference between a prohibition order and a cease and 
desist order? 

Mr. Hershkowitz. A prohibition order is the order that was 
issued against the five officers of Silverado that I described in my 
oral statement. That prohibits those individuals from ever becom- 
ing an officer or director or becoming involved in the participation 
in the affairs of any federally insured institution, be it a bank or a 
savings and loan. 

Mr. Wylie. There is a different legal standard, then, that has to 
be proven? 

Mr. Hershkowitz. The grounds are entirely different. I described 
the grounds for a prohibition order in my oral statement. A cease 
and desist order only requires a violation of a regulation or an 
unsafe or unsound practice. In order to get a prohibition order, we 
would have to go further and show losses or personal gain, we 
would have to show willfulness, so it is a much lower standard. 

Mr. Wylie. But in the case of a cease and desist order, that is in 
futuro in most instances, isn’t it? 

Mr. Hershkowitz. It is — it is for — I can’t pronounce that word, 
but yes, it goes on forever unless that person applies to the agency 
and the agency later determines that the order is no longer neces- 
sary. 

Mr. Parris. Would the gentleman yield a minute? 

Mr. Wylie. It is the chairman’s time. 

The Chairman. I think this will — as I recall, Mr. Bush resigned 
from the board. 

Mr. Hershkowitz. Yes. 

The Chairman. OK. So in effect, though, I think the missing ele- 
ment is the fact that a cease and desist in this case would have ref- 
erence to a sanction or a limitation or a prohibition for Mr. Bush 
to do anything like that with any other S&L. 

Mr. Hershkowitz. Any other S&L or any other financial institu- 
tion in the finely crafted area. It is not a broad 

The Chairman. Mr. Parris. 

Mr. Parris. Thank you, Mr. Chairman. 

These transactions were in 1986, the institution closed in 1988, 
and the cease and desist order or recommendation, whatever we 
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are, wherever you are now, was issued in December 1989. Is that 
basically correct? 

Mr. Hershkowitz. Yes, 1990. 

Mr. Parris. OK, 1990, then. 

Mr. Hershkowitz. And it is not issued, it is litigated. We don’t 
know 

Mr. Parris. That is not important, Mr. Hershkowitz. It is pend- 
ing somewhere, someone is working on it. My point is the loans are 
4 years old. The institution has been closed for 2 years, and we are 
still kicking this thing around. 

Can you tell me some good reason why? 

Mr. Hershkowitz. The purpose is to prevent similar activity 
should Mr. Bush become a director of another institution. 

Mr. Parris. Why didn’t you do it when you had the operating 
agreement, when you were negotiating that? 

Mr. Hershkowitz. As I indicated in my oral statement, the first 
thing we try to do is obtain control of the institution. We did that 
with the operating statement. Then we took testimony from and 
interviewed over 50 people, we subpoenaed documents from 58, and 
that is why it took that amount of time before we were ready to 


Mr. Parris. The operating agreement covered the area of con- 
flicts of interest, did it not? 

Mr. Hershkowitz. At the institution. 

Mr. Parris. Thank you. 

The Chairman. Were you seeking recognition? 

Mr. Kanjorski. In order, if I may. 

The Chairman. You mean you were asking for us to yield? Be- 
cause Mr. Schumer is actually next. 

Mr. Schumer, do you wish to yield to Mr. Kanjorski? 

Mr. Schumer. Mr. Kanjorski has to get somewhere. 

The Chairman. Well, Mr. Kanjorski, we will recognize you. 

Mr. Kanjorski. I just want to follow up, I will be happy when I 
get my time to yield to you, Mr. Schumer. 

Mr. Schumer. I am not yielding, but I will give you my 5 min- 
utes, and then I will take yours. 

Mr. Kanjorski. I appreciate it, Mr. Chairman. 

As I understand the cease and desist order, it is a civil process, is 
that correct? 

Mr. Hershkowitz. I prefer to use the term “administrative.” But 
it’s not criminal, that is correct. 

Mr. Kanjorski. Now, listening to the historical situation that 
Mr. Parris laid down, that this all occurred from 1982 to 1986, fi- 
nally there was a massive investigative activity in 1986, which cul- 
minated in 1988, in affirmative action by your agency, and it is 
now 1990, and this cease and desist problem is out there. I don’t go 
to my district or travel anywhere in the United States that my con- 
stituents — the American people want to know when are we going 
to see criminal prosecution. 

Now, it seems to me, and I know you are an attorney and other 
members of the panel are attorneys; this doesn’t seem to me to be 
a very difficult criminal case with some of the individuals involved. 
There is actual fraud, insider dealing, suggestions of pavoffs. Now, 
we passed a bill a year ago, I think authorizing $75 million to the 
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Department of Justice to proceed. Everybody wants to know what 
is our problem? Why aren’t we proceeding? 

Isn’t this a clear case that a grand jury should listen to the evi- 
dence that you have that you are presenting here today? Couldn’t 
you bring down indictments in a relatively short period of time and 
proceed with criminal convictions, criminal trials at least? 

Mr. Hershkowitz. Well, without speaking for the director of my 
agency, I personally know that he is very interested in the exact 
same thing that you are talking about; he is doing everything he 
can to get that pursued actively. 

Mr. Kanjorski. Some of these transactions are 4, almost 5 years 
old. Don’t I recall there is a criminal statute of limitations here of 
5 years? 

Mr. Hershkowitz. The FIRREA extended it by another 5 years. 

Mr. Kanjorski. And that would be applicable even to things that 
occurred before the passage of the bill? You are satisfied legally 
that such issues have been carried out? 

Mr. Hershkowitz. Yes. 

Mr. Kanjorski. Fine. Now, what seems to be the problem? Your 
agency can’t bring in information itself, it has to go through Jus- 
tice? 

Mr. Hershkowitz. Yes, and information has been supplied to 
Justice. 

Mr. Kanjorski. When has your information of criminality been 
provided to the Justice Department for them to convene a grand 
jury and act? 

Mr. Hershkowitz. The Department of Justice requested that we 
not disclose anything in the referrals to this committee. 

Mr. Kanjorski. Well, you mean that is national security infor- 
mation too important for the American people to know, when 
criminals have acted, whether or not they are going to get to a 
grand jury? 

Mr. Hershkowitz. Congressman, I am uncomfortable saying it, 
but unfortunately I am in a position where I have been instructed 
not to 

Mr. Kanjorski. You are operating from a bar from an executive 
department of this government under President Bush not to dis- 
close to a Congressional committee and the American people when 
that referral was made? 

Mr. Hershkowitz. That is the instructions I have been given. 

Mr. Kanjorski. May I ask you who gave you those instructions 
by the Department of Justice? 

Mr. Hershkowitz. I received the instructions through the chief 
counsel in my agency and I don’t 

The Chairman. Will you yield to me? I am afraid Mr. 
Hershkowitz is not understanding the thrust of these questions Mr. 
Hershkowitz, you testified previously as to the date at which you 
had referred the evidentiary matters to the Justice Department. 
That is already on record. That is what he is asking. He wants to 
know when was that referred to the Justice Department? And in 
your earlier testimony I believe you mentioned when that was 
done. 

Mr. Hershkowitz. No, Mr. Chairman. I think I just disclosed 
that there had been a number of them; I hadn’t disclosed any of 
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the contents of it. It is an uncomfortable position I am in, but 
maybe we could take it up 

The Chairman. Well, we are not interested — the purpose of this 
committee isn’t to either substitute for or superimpose on the judi- 
daiy or enforcement. But this is information that based on the se- 
quence of your testimony, came as a result of the examination, and 
you gave us the dates when those were concluded, matters were 
then referred to the Justice Department. 

Mr. Hershkowitz. Yes. 

The Chairman. So that you could say to a, subsequent to, the 

conclusion of the examination was 

Mr. Hershkowitz. Certainly, certainly, yes. The chairman is cor- 
rect 

Mr. Kanjorski. Sometime after that point when you completed 
the examination to today, there was a referral. Mr. Chairman, I 
don’t think that tells the American people or me when that was 
done. I would like to know why the Attorney General of the United 
States isn’t proceeding with thus matter. 

Mr. Hershkowitz. I don’t know the answer to that question, 

Congressman. We have done everything we can 

Mr. Kanjorski. Can you identify for the record who the counsel, 
who the individual was that gave you the directive within your 
agency not to disclose that information to this committee? 

Mr. Hershkowitz. The chief counsel. 

Mr. Kanjorski. And his name, sir? 

Mr. Hershkowitz. Harris Weinstein. 

Mr. Kanjorski. And when did he give you that charge? 

Mr. Hershkowitz. This morning. 

Mr. Kanjorski. And did he indicate that he discussed that 


matter with the Attorney General or the Department of Justice at 
any time? 

Mr. Hershkowitz. He said that a discussion had been had with a 
senior official in the Department of Justice, he identified that per- 
son’s name; I don’t remember the name. 

Mr. Kanjorski. You can’t remember the name. 

Mr. Hershkowitz. No. It was mentioned once this morning. As 
you can imagine, we were rushing over here. I think I can get you 
the name of that person during a break. 

Mr. Kanjorski. I would certainly appreciate you doing that. 

Mr. Neal of North Carolina. Will the gentleman yield? 

Mr. Kanjorski. Certainly. 

Mr. Neal of North Carolina. I am just curious as to why your 
agency feels that it must do what it is told to do by the Department 
of Justice, even if the demand seems very improper. It seems an 
improper demand in the first place, but in the second place, why 
would you feel obligated to carry it out? 

Mr. Hershkowitz. I think that question is best answered by the 
chief counsel and the director of the agency. 

Mr. Neal of North Carolina. Well, Mr. Chairman, could we 
pursue this at some 

Mr. Kanjorski. I think Mr. Neal makes a good point, Mr. Chair- 
man. I was under the assumption that these are independent agen- 
cies. 

Mr. Annunzio. Will the gentleman yield? 
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Mr. Kanjorski. Certainly. 

Mr. Annunzio. In your briefings to the staff, when you briefed 
the staff, you said at that briefing that you were going to supply 
the committee with all the information on these briefs. Now, what 
has happened since you told the staff you were going to supply the 
information of the briefings to the committee? 

Mr. Hershkowitz. I have received different instructions. 

Mr. Annunzio. You received different instructions. In other 
words, somebody is interfering with this hearing? 

Mr. Hershkowitz. I received different instructions. If you believe 
that is interference, that is interference. 

The Chairman. If the gentleman will yield to me, I don't think it 
is quite fair to the witness. The gentleman has suggested that we 
pursue this. Well, the chief counsel under whose direction he is 
acting is here. If he is willing, we would bring him forth and have 
him give the administrative reasons which to a certain extent we 
do expect. 

Mr. Kanjorski. And Mr. Chairman, the name of the individual 
in the Justice Department that is caiTying on this activity. 

The Chairman. Well, there, I think the best thing is to wait 
until we summon the Attorney General. We intend to have the At- 
torney General testify before the committee sometime. 

Mr. Kanjorski. Mr. Chairman, I suggest the Attorney General 
may have forgotten and may not have been knowledgeable on that 
term, and we have to pursue this going up the ladder rather than 
hoping to come down, where he can say I just don’t remember. 

The Chairman. We would hope that by the time he accepts our 
invitation to appear, now we have tried earlier 

Mr. Kanjorski. Are we assured that we can gain his access to 
this committee, or will he take executive privilege? 

The Chairman. Well, I don’t know. It depends on what it is that 
the Members will be seeking to find out at the time, and how that 
is defined. There is a clear line beyond which even I would recom- 
mend that it would not be proper to go. But we have the chief 
counsel, and I think he can round out this explanation. 

Mr. Weinstein. Thank you, Mr. Chairman. 

The Chairman. Will you stand also and be sworn? 

Mr. Weinstein. Yes, sir. 

[Witness sworn.] 

The Chairman. Will you please give your name and title to the 
reporter, so that she will have it on the record. 

STATEMENT OF HARRIS WEINSTEIN, CHIEF COUNSEL, OFFICE 
OF THRIFT SUPERVISION 

Mr. Weinstein. Yes. I am Harris Weinstein; I am chief counsel 
of the Office of Thrift Supervision, and I have held that position 
since May 7 of this year. 

Let me address the question of criminal investigations and issues 
relating to that. There are, as the attorneys on my staff have indi- 
cated, a number of criminal references pending in this matter. 
They have been given to the Justice Department at various times 
over a period of years, beginning early in the investigative process 
and continuing I would say up until this year. 
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Mr. Kanjorski. Could you give us a specific time, Mr. Weinstein? 
Mr. Weinstein. I would be pleased to provide that to you, if I 

may, in writing, and if I may ask, in confidence subject to 

me Chairman. Certainly. You may provide that information for 
the record, sir. 

[The information referred to can be found in the appendix. 

Mr. Weinstein. The concern that we have and the concern that 
we believe that the Justice Department has is that when criminal 
matters are under investigation, there are both rules and concerns 
related to the investigative process that lead the Justice Depart- 
ment to keep those matters in confidence until they result in a 
charge or a decision. I believe that is a normal part of the criminal 
investigative process. 

Mr. Ryan, the director of OTS, starting from the day after he 
took office in April, has been meeting with the Attorney General 
and other officers of the Justice Department to address the matter 
of number of criminal referrals pending generally; speed; timing of 
bringing those investigations to conclusion. 

The priority ought to be attached to particular cases; the manner 
in which our agency and the Justice Department can work togeth- 
er to expedite the work that is involved in bringing these many 
criminal referrals and these many cases to an appropriate decision 
to the criminal legal process. 

It is certainly our intention at the OTS to press as vigorously as 
*e can for continuing investigation and to press continuously these 
criminal charges, in this and in all cases coming out of the difficul- 
ties of the savings and loan. I assure the committee that that is 
what we are doing. In just the 2 weeks that I have been with the 
OTS, I have had meetings with the Justice Department, I have had 
numerous phone calls with the Justice Department, all directed 
coward facilitating and expediting this process. 

Mr. Kanjorski. Mr. Weinstein, 1 think we had a direct question. 
Who at the Justice Department talked to you to tell your people 
that are here today not to talk to this committee? 

Mr. Weinstein. My understanding is that that was a conversa- 
tion between Mr. Ryan and I believe a gentleman named Muller on 
the staff of the Attorney General. 

Mr. Kanjorski. With you? 

Mr. Weinstein. No. With Mr. Ryan. 

Mr. Kanjorski. Director Ryan talked with Mr. Muller? 

Mr. Weinstein. Mr. Ryan is my principal; Mr. Ryan is the direc- 
tor of the office. Both Mr. Ryan and I had sought to telephone Mr. 
•'uller yesterday to determine the views of the Justice Department 
See on the type of question that has been asked, and Mr. Muller 
turned Mr. Ryan’s call first, and Mr. Ryan had the conversation. 
Mr. Schumer. Will the gentleman yield? 

Mr. Kanjorski. Just one second. Could you tell me possibly how 
celling us the time that a referral was made to the Justice Depart- 
ment could in any way compromise the potential defendants in- 
jived in the suit, or in any way compromise the Justice Depart- 
lent’a case? Just to give us the time when referrals were made, 
caer than for the sole intention of having the American people 
ad the Congress not to know how slow the criminal process has 
been moving in these particular instances? 
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Mr. Weinstein. First, in as far as I am concerned, and I believe 
others involved in the process are concerned, there is every inten- 
tion, every desire to provide information to the American people. 
Now, let me say that while I am not an expert in the criminal 
process, it is my own belief that the tuning, the order, the nature 
of the particular criminal referrals, if disclosed in a public forum, 
could be of value to those who are under investigation. 

As I have indicated, we would be quite willing to provide that in- 
formation to the committee in either, if the committee wished, in 
an executive session, in a private document as I have agreed with 
the chairman, and I think it is then for the committee to deter- 
mine, I would hope after consulting with Justice Department, how 
best to deal with that information. 

Mr. Kanjokski. Giving the time that the information was provid- 
ed to the Justice Department would let people know who may be 
under investigation? I mean, it is pretty evident that some of these 
executives should have some idea that they may be being investi- 
gated. This sort of reminds me of Mr. Darman’s need to testify on 
the budget in secrecy. 

Mr. Wylie. The gentleman is a lawyer, I know, and may have 
been a prosecutor as I was at one time, but sometimes when you 
reveal who is under criminal investigation 

Mr. Kanjorski. Mr. Wylie, so it is clear, I am not asking who is 
under investigation. 

Mr. Wylie. It tips them off. 

Mr. Kanjorski. I just want to know when the package was sent 
to Justice, and I think the American people and the Congress have 
a right to know that. 

Mr. Wylie. In many cases if the name is revealed 

Mr. Kanjorski. I don’t want the names in the package itself, Mr. 
Wylie, I just want a time. Is it 4 years ago, 5 years ago, 6 years 
ago? 

Mr. Weinstein. I thought I indicated, and perhaps I had not with 
sufficient clarity, that there have been a series of referrals, start- 
ing from and after 1986 until earlier this year. 

Mr. Kanjorski. So at least 4 years has transpired since the first 
transmittal to the Justice Department, and sequences from then 
until now to the Justice Department, and no criminal action or 
grand jury has yet been convened; we are still in the process of in- 
vestigation. 

Mr. Weinstein. First, you are asking about matter of which I am 
not familiar. 

Mr. Kanjorski. Mr. Weinstein, I agree. You are familiar with 
the fact that at the least information has been submitted to the 
Justice Department of the United States more than 4 years ago 
and to your knowledge, no action thus far, nothing has occurred? 

Mr. Weinstein. I think I would add to that; I would not sub- 
scribe to the notion that nothing has been done, because there has 
been a continuing and intense investigation, for example, by the 
staff of the Office of Thrift Supervision, which these members of 
the panel have testified, which is continuing to provide further in- 
formation which of course you are familiar with. 

Mr. Kanjorski. I know I am exceeding my time. Since you are 
counsel, is there something terribly complicated about these trans- 
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actions that we have heard? It seems to me, and I am just a small- 
town lawyer, this is pretty open and shut, certain facts, certain 
things occurred; no great complications here. 

Mr. Weinstein. Well, recognizing that I have been on the job for 
only 2 weeks and 2 days, it has been a very long 16 days in terms 
of die hours, and I have gotten some familiarity with these trans- 
actions. Some of these, for example, the quid pro quo transactions, 
are among the more complex ones that I have dealt with in my 
practice. My own personal judgment, based on my present knowl- 
edge of the matter, is that these are transactions that are compli- 
cated; they are involved, they are difficult to uncover, they are dif- 
ficult to analyze and present, both to a grand jury and to a petit 
jury. 

The Chairman. Gentlemen, your time has expired, but the Chair 
will ask unanimous consent to proceed for 1 minute in order to 
clarify and delineate the line of demarcation between the propriety 
of your request and that in which you exceeded at length. 

m the first place, you asked — the basic question was approxi- 
mately what date or dates were referrals made to the Justice De- 
partment? Well, we got that answer from Mr. Weinstein to the 
effect that referrals have been made once culpability, evidentiary 
matters have been revealed in examinations to the Justice Depart- 
ment 

But then you asked the question that I don’t think any of the 
witnesses would be qualified to answer, and that is did anything 
happen, you mean no prosecutions have resulted? Well, the gentle- 
man has experience, I believe, as a former prosecutor, all right? 
The gentleman knows that every referral that is made to the pros- 
ecutor doesn’t necessarily have actionable grounds, so that we 
ton't know. The agency is discharging its responsibility, and refer- 
ring to the proper level, the Justice Department, that to which its 
udgment is of a culpability nature, a cr imin al nature in referring 
t to the Justice Department. 

This is the reason I say it, that we have been interested for some 
:ime in bringing forth the Attorney General, particularly after the 
Dallas hearings in which the FBI director testified very forceably, 
and left a lot of questions that I think only the Attorney General 
himself could answer for us. I think that for the moment, that Mr. 
Weinstein answered as far as could be, and we should be satisfied 
with that. 

Mr. Kanjorbki. Mr. Chairman, for the record, may I indicate 
hat not only am I satisfied with Mr. Weinstein’s testimony, but 
he full panel's, and I don’t want any implications here that I was 
attempting to get something here that I didn’t expect. I think they 
^ave been very forthright in what they are doing. 

The Chairman. If we go beyond that, then we have to tread the 
T? ry dangerous ground as to the nature of the referral, which of 
sxtree would be prohibited. 

Mr. Kanjorski. I appreciate the chairman’s insight there. 

The Chairman. Mr. Dreier. 

Mr. Drrthr . Thank you very much, Mr. Chairman, and like my 
mlleague8, 1 will try not to exceed my 5 minutes. But I would like 
^ just take a couple of minutes to pose some questions to Commis- 
soner Paul, if I might. 
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The first question I would like to raise is, Mr. Paul, when did you 
contact the Governor’s office about the problems that surrounded 
Silverado? 

Mr. Paul. Congressman, the first — I don’t report directly to the 
Governor; let me first establish that. 

Mr. Dreier. I said the Governor’s office. 

Mr. Paul. Yes. I first reported the difficulties with Silverado 
Banking to my superior, who is a member of the Governor’s Cabi- 
net, in, August 1988. At that time we had knowledge of the institu- 
tion’s impending insolvency and felt that we needed to move for- 
ward with the capital call. 

Mr. Dreier. Did you ever have any direct discussion with the 
Governor at all? You said you don’t report directly to him. Did you 
ever have any direct discussion about the Silverado situation with 
him? 

Mr. Paul. I had no direct discussion with the Governor whatso- 
ever. 

Mr. Dreier. What kind of advice did you receive then from the 
Cabinet member to whom you reported? 

Mr. Paul. On how to proceed with Silverado? 

Mr. Dreier. Right. 

Mr. Paul. As you know, it’s a requirement under State law that 
the Governor approve in writing any order to assume possession of 
and close a State chartered savings and loan institution. So the 
input that I had to my superior, a member of the Governor's Cabi- 
net, was that we felt we had the grounds to take action and would 
he recommend that the Governor sign the order. 

Mr. Dreier. How quickly did that recommendation follow your 
August 1988 discussion with him? 

Mr. Paul. Our capital call in mid-August expired in mid-October, 
and as I recall, my discussions then with the Governor’s office — 
with my superior, through him, to the Governor’s office — would 
have been in mid-October. 

And I think within at most 10 days to 2 weeks that I had a re- 
sponse from my superior that indicated that he would recommend 
to the Governor that he sign the order. 

Mr. Dreier. Was there any indication at that point that other 
contact had taken place directly with the Governor, or did you get 
the sense from talking to the Cabinet member to whom you report- 
ed that it was a decision made without a lot of direct contact with 
the Governor? 

Is there any way you were able to access that at all? 

Mr. Paul. Let me understand the question. 

Mr. Dreier. I guess what I am asking is, did you sense that the 
discussion were taking place — that the Governor was involved in 
this, even though you weren’t reporting directly to him? 

Mr. Paul. No, I did not. I did not sense that, to be very honest 
with you. I felt that the dialog that I had essentially stayed with 
the department director, and perhaps there might have been some 
contact with the Governor’s staff, but not with the Governor direct- 
ly- 

Mr. Dreier. Since I have just got you for a couple more minutes, 
could I ask, did you ever attend or participate in any retreat or 
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gathering that was held for Silverado, and if so, could you tell us a 
little bit about that? 

Mr. Paul. Any retreat? 

Mr. Dreier. Any meetings, any meetings or anything that they 
had? 


Mr. Paul. I attended, I think, two or three of their annual man- 
agement conferences. I was actually a guest speaker at those con- 
ferences. 

Mr. Dreier. Could you tell us anything about those at all? 

Mr. Paul. They were meetings of the junior management of the 
institution right on up to the senior management. 

And as a fairly large institution, there was a sizeable number of 
people present. They were, they were educational meetings for the 
staff. There were a number of outside speakers, including State 
and Federal regulators and other notable experts on business topics 
of the day. 

Mr. Dreier. Can you tell us when those meetings took place, 
roughly? 

Mr. Paul. I don’t have the exact dates of those meetings. I think 
I went to— 

Mr. Dreier. The years? 

Mr. Paul. I think I attended as a guest speaker about two or 
three of them. 

Mr. Dreier. Can you tell me when the first one might have 
been? 


Mr. Paul. Well, probably in 1984 — oh no, wait a second. Prob- 
ably 1985, 1986 and 1987 would have been the 8 years. 

Mr. Dreier. You first said 1984, and then you said 1985 would 
have been the first one? 

Mr. Paul. I am really not exactly sure. 

Mr. Dreier. Well, I was just wondering, did you ever write a 
letter of recommend for Michael Wise to serve on the Federal Re- 
serve Board’s Consumer Advisory Council? 

Mr. Paul. Yes, I believe I recall writing that. I don’t recall the 
date, though. 

Mr. Dreier. I have got a copy of the letter here, and it was dated 
August 9, 1984; and I just wondered if this might have been some- 
thing that could have been discussed at one of the seminars that 
you participated in there? 

Mr. Paul. No, no, it wasn’t discussed at a seminar. I did write 
the letter, obviously. 

Mr. Dreier. Did you write that letter on your own or at the re- 
quest of Mr. Wise? 

Mr. Paul. I honestly don’t remember. I suspect it was at his re- 
quest, and at that time, I had no basis to not honor that request. 

Mr. Dreier. Is this something that you normally do for most 
People who ask to have letters written? 

Mr. Paul. It’s not something that happens, very often. 

Mr. Dreier. How many times a year would you say you in your 
position write letters like this? 

Mr. Paul. I cannot remember, frankly, doing very many of them 
wer the years. 

Mr. Dreier. So the case of Mr. Wise was a really unusual case 
then for you? 
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Mr. Paul. I think it may have been one of the only requests that 
I had. And at that time, you know, he was widely thought of as an 
innovative, creative, very knowledgable savings and loan person, 
and for that particular type of assignment — and I did take a look 
at the assignment that he was being considered for — I thought, 
based on his qualifications, that it was a suitable assignment for 
him. 

Mr. Dreier. Thank you very much, Mr. Chairman. I notice that 
my time has expired. 

The Chairman. Mr. Dreier, thank you for your understanding 
and your patience. 

Mr. Schumer. 

Mr. Schumer. Thank you, Mr. Chairman, and I guess first what 1 
I would say to the regulators here, having listened to all this, this 1 
strikes me as a typical mad case. It’s the usual cesspool of high 1 
flying finance and self-dealing, while people just — while regulators 1 
and everyone else just did nothing and turned the other way. 1 

But I have a few specific questions on some other areas. I was 1 
glad, Mr. Chairman, you limited that other exchange. I don’t think 
any of these people are privy to tell us what is going on in the Jus- 
tice Department, and I don’t think any of them or anybody else 1 
should be held culpable or not culpable because of those questions 
or failure to answer them. I appreciate that. 

Here are my questions. First, I don’t understand why any direc- j 
tor should be allowed to get loans from the institution on which he ' 
or she serves. Now, you know, it’s very nice, you can obtain from 
voting and then your friends on the Board vote six nothing or eight 
nothing to give you the loan. 

Why shouldn’t there be a rule, either promulgated by your 
agency or by Congress, that every director cannot get a loan from 
his or her institution in any — to any type of facility which they 
have an interest in, direct or indirect? 

Mr. McCormally. Congressman, prior to the adoption of 
F1RREA, the Bank Board had more restrictive provisions on loans 
to directors. A director could only obtain a loan for $10,000, and a , 
maximum up to $100,000, after giving notice to the supervisory 
agent in the respective district that was supervising the institution. | 

Since the adoption of FIRREA, there are, as you know, provi- t 
sions of the Federal Reserve Act, specifically Section 23A and 23B 
and 22H, with respect to loans to officers and directors, which are 
in some respects more liberal than what the previous Bank Board 
regulations were. 

Mr. Schumer. Yes, but — I understand that. But, you know, I am 
not even just talking about direct loans. 

Let’s say it’s a corporation in which you have 5 percent or 1 per- 
cent interest in all of those. Shouldn’t we, I am asking you a nor- 
mative question, having seen this mess at Silverado, shouldn’t we 
say that a director at an institution, knowing that you have an in- 
terest in, even if it’s not a controlling interest, should get a loan 
from that particular institution? Does that make sense? 

Mr. McCormally. I think it does, and let me answer by giving 
you some statistics out of the Topeka district. 
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Since my arrival in November 1985, 1 have negotiated and mem- 
bers of my legal staff have negotiated 126 cease-and-desist orders 
and formed enforcement agreements. 

Out of that 126, approximately 60 contained provisions on con- 
flicts of interest, insider abuse, breaches of fiduciary duty by mem- 
bers of the Board of Directors and officers. 

Mr. Schumer. You can look at what happened here with Mr. 
Good and Mr. Walters and Mr. Bush and everybody else, and the 
bottom line is very simple; that even if there is one or two loans 
that are conflict of interest loans, that may lock in the Board and 
the officers to giving all sorts of other kinds of high flying loans, 
even if there are no conflicts of interest. 

You cannot separate the two. So I think we have to look at that. 
The second question I had is the question of timing of the closing 
of this institution finally. On October 21, 1988, right before the 
election, thepresidential election, the Colorado Commissioner in- 
formed the PSA that the State of Colorado would act to close Sil- 
verado by the end of the month, 9 days, 10 days, 21 days have Octo- 
ber. 

But then on 10-24, FSLIC said they were unable to accept the re- 
ceivership, and they requested an extension. Then, of course, the 
Bank was closed November 9, after election day. One, has FSLIC 
issued these — why would FSLIC be unable to accept receivership; 
how often have they issued these statements or orders saying that 
they cannot accept receivership for a period of time; and do you 
know if any influence was used to delay the closing of the institu- 
tion? 

Mr. McCormally. As to your second question, none whatsoever. 
Mr. Schumer. I got to remember which one was the second ques- 
tion. 

Mr. McCormally. The second question was as to whether I am 
aware of any influence by any individuals. 

Mr. Schumer. OK. 

Mr. McCormally. None. 

Mr. Schumer. How often does it take usually from the time the 
Commissioner informs you for the institution to be closed? 

Mr. McCormally. From FSLIC’s standpoint, Congressman, it 
was not at all unusual to get extensions. Indeed, this case was — 
this institution was probably closed more quickly than most. 

As I am sure you are well aware, there were institutions in 
Texas that were hemorrhaging for years and had not been closed 
or placed into receivership. 

Mr. Schumer. I am talking about not the hemorrhaging for 
Tears, but from the date that the relevant regulatory act wanted it 
closed, then FSLIC coming in and saying, well, please, we don’t 
want to close it yet, and then it taking in this case 3 weeks, more 
than 3 weeks, close to a month. 

It’s sort of coincidental in terms of its timing; that is what con- 
cerns me. 

Mr. McCormally. All I know, Congressman, is that we received 
a telephone call from someone in FSLIC that puts these things on 
the schedule and were requested to obtain a 45-day extension. 

Mr. Schumer. OK. 

One final 
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The Chairman. We have about 4 minutes to get over there and 
record our vote, so we will stand in recess for about 10 minutes. 

[Recess] 

The Chairman. The committee will please come to order. 

The Chair was awaiting Mr. Bunning, who, when we went off on 
the recess, had asked if we would defer to him on his return with 
this panel. I am trying to honor his request within reasonable 
limits. 

So that in the meanwhile, I would like to recognize OTs counsel, 
Mr. Weinstein, to clarify some matters here that were being dis- 
cussed just a few minutes ago. 

Mr. Weinstein. Thank you, Mr. Chairman. 

While, as I indicated, the reasons related to the investigative 
process we appreciate not getting into the substance of criminal re- 
ferrals in open hearing, I should emphasize that not all of the 
criminal referrals to which I was referring necessarily involved the 
transactions which Ms. Van Cleave and these gentlemen were testi- 
fying. 

They may have involved wholly unrelated matters. They may 
have been filed by, say, the institution as opposed to others, but 
without disclosing any of that, I would like to suggest on the public 
record that one should not jump to conclusions from the span of 
dates that I identified as to whether referrals were made to the 
Justice Department regarding the transactions which the panel has 
been describing in connection with their testimony about the ex- 
aminations. 

As I promised, we will provide a letter to the chairman providing 
more information. If the chairman wishes additional data, we will 
be pleased to provide it to you. 

Thank you very much, Mr. Chairman. 

[The information referred to can be found in the appendix.] 

The Chairman. Thank you, Mr. Weinstein. 

I think that does clarify the matter somewhat. I can see why the 
Members didn’t — I guess they had information I didn’t get in my 
haste to get back, and that is that we would be having some 
amendments or votes in quick succession. 

I think what we are going to have here, I think the first bells 
were two or three? So we will have a couple of suspensions — all 
right. We will reach a critical point in the legislation pending in 
the full House, and that is we will have a motion to recommit, and 
then 5 minutes after that a final vote on approval or disapproval of 
the legislation. 

This was one matter that I was going to discuss with Mr. 
Hershkowitz. You mentioned some of the transactions, of course, in 
answer to questions both from Mr. Parris, as well as from one 
other Member over on our side. I don’t remember if it was Mr. 
Neal or not. 

We have here in our documentation a letter addressed to Mi- 
chael R. Wise from Neil Bush dated November 5, 1986, in which 
he’s advancing, he says, enclosed please find loan agreement dated 
October 15, 1986 involving a plan to request advances on a line of 
credit on the basis of some investment, I believe in Argentina. 

Could you elaborate on it? Do you recall that? 
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Mr. Hbbshkowitz. I am familiar with the transaction. I am not 
sure I am familiar with that document. 

The Chairman. Could you — will you give him a copy? 

I wonder if you could elaborate a little bit on the transaction and 
on the charts, one of those I saw the Argentina — no, this one isn’t 
on the wall, but we have it here. It’s chart number 1. Silverado 
transactions with related parties, and the Argentina partnership in 
which apparently an application for a $900,000 line of credit on 
behalf of Mr. Good was made. 

Mr. Hkrshkowitz. I don’t have the chart. That is the transaction 
I described earlier that was not consummated. 

The Chairman. That was not consummated? 

Mr. Hershkowttz. That is correct. It was voted on by the Board 
of Directors and approved by the Board, but was not consummated. 

The Chairman. What would be the reason, if the Board approved 
it, and every other favorable action was taken, why weren’t there 
any final 

Mr. Hershkowttz. The Board directed the management to obtain 
adequate collateral before any funds were advanced and to negoti- 
ate the actual document with Mr. Good or his representatives. 

The purpose of obtaining a line of credit was to qualify a silent 
partnership that involved companies controlled by Mr. Good and a 
company that Mr. Bush was a general partner in to do business in 
Argentina. 

Prior to the time when that line of credit would have been con- 
summated, the Argentina entity qualified the silent partnership to 
do business in Argentina, and therefore, Mr. Good’s entity didn’t go 
back to Silverado to execute the documentation. 

The Chairman. Were any fees paid? In the letter, a fee of 1 per- 
cent or $9,000 with $4,500 reimbursable. 

Mr. Hkrshkowitz. No, because there was never any line of credit 
document signed. 

The Chairman. But it did have approval? 

Mr. Hershkowttz. It did go to the Board, and the Board did ap- 
prove it. 

The Chairman. And the reason, again, for it not having been 
consummated? 

Mr. Hershkowttz. Because prior to the time when Mr. Good or 
his representative would have signed it, the entity in Argentina 
that they were trying to do business with granted approval to do 
that type of business in Argentina. 

The line of credit was to establish the financial capability of the 
partnership, and the entity that qualified the Argentine group 
qualified the partnership to do business in Argentina, based on 
something other than the line of credit. 

The Chairman. On September 22, 1987, the agency functions 
legal counsel sent a memorandum to the Deputy Director of OE 
supplementing the information provided on Neil Bush’s relation- 
ship with Kenneth Good, a major Silverado preferred shareholder 
and borrower. 

In his September 21, 1987 memorandum recommending the scope 
of the Section 407, Subsection (MX2), formal examination of Silver- 
ado's cover, the transaction between Messrs. Wise, Good and Bush. 
In this submission, agency functions legal counsel enclosed a copy 
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of Silverado’s November 24, 1986 Board minutes, reflecting that di- 
rector Neal Bush had submitted to the Board for approval on 
behalf of troubled borrower Kenneth Good, a $900,000 line of credit 
to assist in Mr. Good’s and Mr. Bush’s venture. 

The fact is that the line of credit was extended, but it was never 
actually honored because I conclude from your explanation that 
there was no longer any need? 

Mr. Hershkowttz. The Board voted on it. In order to become a 
line of credit, it requires a signature. There was never any signa- 
ture. A signature was not requested by Mr. Good or his entities, 
because there was no need, because they had already gotten ap- 
proval to do business in Argentina. 

The Chairman. Well, the reason I am pursuing that is because I 
didn’t know if that one part of the conflict of interest activities 
that experts discovered or noted. 

Was that part of it? 

Mr. Hershkowitz. Yes, that was a transaction. 

The Chairman. Well, we will stand in recess again, and we ask 
your indulgence. 

We have one panel after you. We will try to honor Mr. Bunning’s 
request as soon as we terminate the voting. 

[Recess] 

The committee will come to order. 

Mr. Bunning has requested that he be permitted to submit ques- 
tions in writing to this panel, but he has been delayed and he 
doesn’t want to cause any further delay than has already been the 
case, so that I have generally asked consent, and it is understood 
that all Members have the privilege of submitting questions in 
writing to the witnesses. 

You will receive a copy of the transcript of the proceedings, and 
you should receive the questions by the time you examine the pro- 
ceedings, and if you are in a position to do so, address the questions 
then. 

Mr. Bunning will do so. He has been held up by matters that 
came up while he was down there voting, so that there is no reason 
to prolong and actually transgress your patience as we have today. 

We have gone right through the lunch hour so that in the name 
of the committee I want to thank you very much and we can stand 
adjourned unless any of you have any additional comments you 
may wish to make for the record. 

If not, we will dismiss this panel, again, thanking you, and pro- 
ceed to the next panel. We have one final panel left after you, so 
thank you very much. 

While I ask general leave for the Members to send in questions 
to the immediate past panel or any future panels, I also ask gener- 
al consent to place in the record the documentations referred to 
during the course of the first panel’s testimony and those that they 
offered, as well as the members of the committee. 

The Chairman. Our next panel consists of Mr. Herb Wullsch- 
leger, who is a partner of Ernst & Young and Mr. Robert E. 
Creager, partner of Coopers & Lybrand. 

Gentlemen, thank you for your patience. I guess you saw for 
yourself, I think I saw you here earlier, that sometimes we have 
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interruptions because of the events that are transpiring on the 
level of the full House so I want to thank you. 

The hour is late, so without any preliminaries, unless you desire 
differently, we will recognize Mr. Wullschleger first and then pro- 
ceed to you, Mr. Creager. 

STATEMENT OF HERB WULLSCHLEGER, PARTNER, ERNST & 

YOUNG AND ROBERT E. CREAGER, PARTNER, COOPERS & LY- 

BRAND 

Mr. Wullschleger. Thank you, Mr. Chairman. Mr. Chairman 
and members of the committee, my name is Herbert L. Wullsch- 
leger. I was the partner in charge of Ernst & Whinney’s audits of 
Silverado Banking Savings and Loan Association for the years 1984 
and 1985. 

As you are probably aware, Ernst & Whinney and Arthur Young 
merged in the middle of 1989 to become Ernst & Young. I am cur- 
rently a partner in the merged firm. 

Ernst & Whinney served as the auditor for Silverado and its 
predecessor. Mile High Savings and Loan Association, for the cal- 
endar years 1977 through 1985. We were terminated as auditors for 
Silverado during calendar year 1986 and did not work on the 1986 
or later audits. 

Our termination followed our insistence as outside auditors on 
adjustments to the Silverado 1985 financial statements that result- 
ed in a material increase in Silverado’s loan loss provision and al- 
lowance. The adjustments we insisted on caused the association to 
report a substantial loss. 

Beginning in 1983, Silverado committed to a business plan call- 
ing for significant growth. As a result the Association’s assets in- 
creased from $216 million in 1982 to $1.5 billion in 1985. During 
that period, Silverado committed especially to significant growth in 
its commercial real estate loan portfolio and to a material increase 
in its direct and indirect investments in real estate. As it grew, the 
Association issued preferred stock to large real estate developers 
and increasingly provided support for their development projects. 

As auditors we did not manage the Association and we had no 
role in the decision of Silverado’s management to promote growth. 
We were, however, keenly aware of the changes taking place in Sil- 
verado’s business practices and, as auditors, we adjusted our proce- 
dures to take account of the new business environment at Silver- 
ado. 

Among other things, the changes led us to increase the number 
of hours devoted to file engagement. In earlier years, when Silver- 
ado was much smaller, our audits typically required approximately 
1800 hours. By 1985 the hours expended on the engagement had in- 
creased to over 6,000. The additional expenditure of time was nec- 
essary for us to audit thoroughly the increasing number of complex 
transactions. 

Based on our audit findings, in each year we recommended that 
Silverado make a number of adjustments to the financial state- 
ments and we suggested changes in procedures that we thought 
would benefit Silverado as it grew. For example, in 1983, while my 
predecessor Robert Lewis was still in charge of the audit, Ernst & 
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Whinney issued a material weakness letter to Silverado. The letter 
noted deficiencies in Silverado’s systems of internal control that 
E&W considered important. In 1984, a year in which the manage- 
ment increased the provision for loan losses by a factor of six 
times, we offered various suggestions for improvements in proce- 
dures and controls, a number of which are summarized later in my 
statement. 

While our recommendations in 1983 and 1984 were important, in 
1985 matters in our view grew more serious. In that year our audit 
findings showed that there had been a material increase in trans- 
actions with parties related to the Association and that there had 
been a marked overall deterioration in the loan portfolio. 

Based on these findings, we concluded that we should propose ad- 
justments which would materially change the results Silverado 
management had expected to report for that year. We advised 
management that before Ernst & Whinney would issue a clean 
opinion, it would be necessary for Silverado to make adjustments , 
that would increase its provision for loan losses by more than $32 ' 
million. As a consequence, operating results for 1985 would need to 
be adjusted downward from an anticipated profit of $12 million to a 
loss of $20 million. 

In addition to these adjustments, we advised Silverado that it 
would be necessary to disclose in the financial statements that the 
effect of the adjustments would be that the Association would not 
meet its minimum net worth requirement under the regulations of ' 
the Federal Home Loan Bank Board. We concluded also that it 
would be necessary for the Association to make more detailed dis- 
closure of numerous material related party transactions than man- ; 
agement had contemplated. 

Altogether it appeared that the adjustments at issue would likely ' 
eliminate the possibility of paying 1985 yearly bonuses to members j 
of management. Further, unless Silverado quickly regained profits- 1 
ble operations, it would be precluded from paying dividends on its 1 
preferred stock, which could lead to the preferred stockholders 
gaining control of the Association. 

In reaching our conclusion that such changes were needed, we 
had reviewed in detail 77 percent of the dollar value of Silverado’s 
commercial real estate loans and real estate investments, including 
100 percent of loans and investments in mountain real estate, 86 
percent of loans and investments in land, and 91 percent of condo- 
minium and town house loans. To assist us, we brought in, among 
others, hotel industry consultants from another office within our 
firm. 

Silverado’s management was initially unwilling to accept a 
number of our recommendations as to adjustments and disclosure 
and there were several heated discussions between management 
representatives and ourselves. During those discussions manage- 
ment pressed arguments for accounting that we considered to be 
excessively aggressive. Among other things, they urged that by re- 
structuring loans they could extend the terms of those loans so as 
to eliminate many of the probable loan losses as to which we pro- 
posed adjustments to the allowance for loan losses. 

Evidently frustrated by their discussions with me, management 
insisted on a meeting with partners in our national office, includ- 
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mg our national director of accounting and auditing. That meeting 
did not, as Silverado’s management hoped, result in a change in 
Ernst & Whinney’s position. 

At the meeting our director of accounting and auditing advised 
the management representatives that the troubled nature of the 
Association’s loan portfolio had to be reflected fairly in the finan- 
cial statements if Ernst & Whinney was to issue a clean opinion. 
Among other things, our firm’s position was that even if Silverado 
restructured loans we would nevertheless insist that the overall al- 
lowance for loan losses fairly reflect the troubled condition of the 
loan portfolio. 

Following the meeting with our national office partners, Silver- 
ado issued its financial statements in accordance with our recom- 
mendations and showed a net loss of $20 million. Among other 
things, a 2Vfe page, detailed disclosure of related party transactions 
was included in the footnotes to the financial statements. With the 
financial presentation thus recast, we issued our opinion. 

Subsequently, on August 28, 1986, Silverado delivered a letter to 
our office which terminated Ernst & Whinney as its independent 
accountants and requested that Ernst & Whinney cooperate in 
filing the appropriate correspondence with the Federal Home Loan 
Bank of Topeka to effect a change in independent auditors. 

We forwarded the required correspondence to Silverado, with 
copies to the Topeka Bank. On September 15, 1986, we discussed 
the contents of our letter with the director of examinations of the 
Topeka Bank, Max Johnson. Among other things, we discussed 
with Mr. Johnson each of the areas in which we had had disagree- 
ments with management. 

Shortly after this conversation, we received notification that Coo- 
pers & Lybrand had been selected to succeed us as Silverado’s inde- 
pendent accountants. We were asked to cooperate with that firm in 
an orderly transition and we did so. 

In accordance with the profession’s standards, we made our work 
papers available to Coopers & Lybrand and we met with that firm’s 
representatives. We discussed Ernst & Whinney’s relationship with 
Silverado, including problems and disagreements we had had with 
the client. 

Mr. Chairman, your staff has asked whether we observed loan 
underwriting deficiencies at Silverado. While correction of such de- 
ficiencies is management’s responsibility, we do take account of 
such problems in considering the nature and extent of the audit 
procedures to be performed. We also typically offer recommenda- 
tions as to such matters as part of the audit process. 

At Silverado, we repeatedly offered comments on such deficien- 
cies in our management letters. For example, in 1983 we comment- 
ed that in view of Silverado’s significant growth in construction 
loans there was a need for Silverado to review construction expend- 
itures and the progress of construction projects more closely. We 
recommended that management install an automated system to * 
track data related to construction projects. 

In 1984, we recognized the growth in both loan purchases and 
loan originations and included two comments in the management 
letter which accompanied the 1984 audit report. We suggested that 
Silverado assure greater uniformity in documentation in its loan 
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files and document more clearly site inspections made before Sil- 
verado purchased loans from other institutions. 

Ernst & Whinney also included a number of comments in its 
1985 management letter which addressed areas in lending where 
improvements could be made. We recommended that Silverado im- 
prove its loan audit and closing function to ensure that loan docu- 
ments were adequate and complete. In addition, we suggested that 
files for monitoring loans needed to be standardized. Also, we rec- 
ognized the problems encountered by Silverado regarding the fund- 
ing of purchased loans before the due diligence period had expired 
and made recommendations to improve the controls in that area. 

Another matter on which your staff has indicated that it has 
questions is Robert Lewis’ decision in 1984 to leave his position as 
an Ernst & Whinney audit partner to become Silverado’s chief fi- 
nancial officer. As I have already mentioned, before he left Ernst & 
Whinney and while he was still the Silverado engagement partner, 
Mr. Lewis had been diligent in calling the client’s attention to 
problems. 

For example, his issuance of a material weakness letter during 
the 1983 audit was a strong step. Especially in view of his tough- 
ness in auditing Silverado, when he left, it appeared to me that his 
move to Silverado represented an appropriate strengthening of Sil- 
verado’s financial management. It appeared to me to be a positive 
step in view of the growth of the Association. 

Following his move, however, he and I were at the center of vari- 
ous disputes over accounting. Mr. Lewis, in his new role at Silver- 
ado, was as vigorous in his pursuit of what he apparently thought 
to be in the interest of the Association as he had been vigorous in 
his auditing at Ernst & Whinney. While he was at Silverado my 
discussions with Mr. Lewis were frequently both heated and trying. 

Mr. Chairman, I appreciate the opportunity to appear. The 
audits at Silverado were difficult for us, but we are proud that we 
held to our high professional standard and insisted that the finan- 
cial statements be fairly presented. 

If you or members of your committee have any questions, I 
would be happy to answer them at this time. 

The Chairman. Thank you very much. Mr. Creager. 

STATEMENT OF ROBERT E. CREAGER, PARTNER, COOPERS & 

LYBRAND 

Mr. Creager. Good afternoon, Mr. Chairman and members of 
the committee. 

My name is Robert Creager. I am a partner with the accounting 
firm of Coopers and Lybrand, and I am resident in the Houston 
office. I have worked as a certified public accountant, serving pri- 
marily thrift institutions and other financial service companies for 
17 years. 

I am the head of the thrift industry division of our firm’s nation- 
al banking group. During my career I have been active in profes- 
sional groups that address important accounting and auditing mat- 
ters that affect savings and loans. 

This has included a term on the Savings and Loan Committee of 
the American Institute of Certified Public Accountants which pro- 
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▼ides technical guidance to CPA’s which serve and audit thrift in- 
stitutions. 

I am pleased to appear today and give the committee whatever 
information I can about Silverado from my perspective. Our firm 
has a long history of cooperation with the Congress. In connection 
with another troubled S&L, we analyzed the causes of the problems 
and made a number of suggestions at the request of the Oversight 
and Investigations Subcommittee of the Committee on Energy and 
Commerce. We were very pleased that Chairman Dingell compli- 
mented our firm on its work. 

[The information referred to can be found in the appendix.] 

I served as the concurring partner on the 1986 and 1987 audits of 
Silverado’s financial statements. It is Coopers and Lybrand’s prac- 
tice to assign a concurring partner in adaition to the engagement 
partner on any large, complex audit. 

I was appointed the concurring partner because Silverado was 
recognized as a complex financial institution, not your traditional 
neighborhood thrift. I had specialized knowledge of thrift institu- 
tions, particularly troubled institutions with large amounts of com- 
mercial real estate loans and certainly Silverado had those charac- 
teristics. 

A concurring partner’s role in an audit is to provide ongoing con- 
sultation to the engagement partner. I participated in the engage- 
ment planning, the assessment of risk, and development of audit 
procedures. I also discussed all matters of importance with the en- 
gagement partner and reviewed the financial statements and our 
audit report to determine that they complied with professional and 
firm standards. 

With your permission, Mr. Chairman, I would like to submit for 
the record a written statement addressing in detail the audits of 
Silverado’s 1986 and 1987 financial statements and the implications 
of the Silverado experience for improvements to our system. 

The Chairman. Without objection, that will be incorporated in 
the record. 

[The prepared statement of Mr. Creager can be found in the ap- 
pendix.] 

Mr. Creager. Rather than reading a lengthy statement, I will be 
brief, Mr. Chairman, in summarizing some of the highlights. 

When Coopers and Lybrand was appointed as Silverado’s auditor 
in 1986, Silverado had already committed itself to the depositor 
base and loan portfolio that ultimately would be the institution’s 
downfall. To pay the high yields necessary to attract large volatile 
deposits, Silverado had bound itself to a loan portfolio of over $1 
billion, concentrated in commercial real estate in the Denver Met- 
ropolitan Area. 

Silverado’s ability to survive and prosper under its chosen strate- 
gy depended primarily upon how the real estate market in the 
Denver area performed. Ultimately it became clear that expecta- 
tions for a real estate rebound had not been realized. Instead, de- 
linquencies and foreclosures sharply increased in 1987 and 1988. 

Silverado’s high risk strategy continued with the institution’s in- 
vestment in REMIC residuals, a volatile form of investment whose 
value plummeted in 1988. Silverado’s audited financial statements 
for 1987 showed the institution with a $200 million insolvency. 
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Accordingly our audit report contained a going concern qualifica- 
tion. We had discussed our concerns about Silverado with regula- 
tors before completion of our audit, and in December 1988 the regu- 
lators placed Silverado in receivership. 

The financial statements of Silverado disclosed the risk factors 
that led to Silverado’s downfall. The 1986 financial statements 
showed a thinly capitalized institution with $1.1 billion in commer- 
cial real estate construction loans, which represented 85 percent of 
their loan portfolio in the riskiest types of loans an S&L could 
make. 

It also showed an institution with $127 million of loans being re- 
structured because the borrower was having difficulty making pay- 
ments. It showed an institution with $93 million of speculative in- 
vestments in real estate, and it also showed an institution that had 
significant amounts of related party transactions. 

Additionally, in 1986, Silverado attempted to increase capital by 
making loans to purchasers of Silverado’s stock. The attempt was 
unsuccessful because Coopers & Lybrand refused to allow the 
transactions to be recorded as an increase in capital. The 1987 fi- 
nancial statements, in addition to containing the same disclosures 
have just outlined, also disclosed half a billion dollars of invest- 
ments in derivative mortgage securities whose values are highly 
volatile. 

Also, the 1987 financial statements showed the effects of apply- 
ing foreclosure accounting in determining Silverado’s loan losses. 
This led to the institution’s reporting a $200 million insolvency and 
a going concern qualification in Coopers & Lybrand’s audit report. 

Although the 1986 and 1987 financials contained the disclosures I 
have outlined, regulators were already well aware of these matters. 

Silverado was the subject of close regulatory surveillance during 
the entire 1980’s. To monitor the institution’s activities, regulators 
conducted an annual examination of the institution, had frequent 
contacts with the management, and required management to 
submit many reports that went far beyond the annual financial 
statements, both in frequency and in the degree of detail required. 

Accordingly, Mr. Chairman, the Silverado experience shows that 
for a regulated institution, audited financial statements are only 
one source and not necessarily the most important source of infor- 
mation available to the regulators. 

Our written statement, Mr. Chairman, addresses several ques- 
tions that arise from the Silverado experience. One question is 
whether disclosures about an institution can be improved. Our 
written statement explains a proposal Coopers & Lybrand has 
made in the past and continues to support to provide additional 
risk assessment disclosures. 

We also suggest reconsidering the proposal included in the House 
passed version of FIRREA for an auditors report on management 
statements on internal controls and regulatory compliance. 

Another important question that arises involves the matter of 
communications between regulators and auditors. 

Our financial institutions are too important to the nation’s well- 
being not to have a system which encourages communications from 
the regulators to the auditors. In the wake of the S&L crisis, there 
have been improvements in communications, but in the past too 
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often it has been learned that the government agency was aware of 
facts that were not shared with the institution’s auditors. 

Communications between auditors and regulators should be in 
short a two-way street. The importance of our financial institutions 
demands no less. This concludes my oral statement, Mr. Chairman. 
I would be happy to answer any questions you or other members of 
the committee may have. 

Hie Chairman. Thank you very much. I would like to point out 
that Mi . Roth and I, during the consideration of the legislation last 
year, did include some provisos that would have done pretty much 
what you have observed and recommended, but in conference we 
were knocked out of that, so that still is something we have to re- 
visit 

The only real bothersome question I have is that what the com- 
mittee has hereby way of information gathered by the very dedicat- 
ed and able staff was that Silverado was in pretty deep financial 
trouble long before there was any kind of a public disclosure to 
that effect, which would have been August 1988. 

By 1985, at year’s end, Silverado had about a 1.2 percent GAAP 
capital to asset ratio, which means it was really not functioning, at 
least not on a tangible basis. The Topeka examiners at that time, 
that is on the sub level, were very much concerned about the man- 
agement and director’s unsafe and unsound practices. But what I 
don’t understand is that nevertheless the accounting firms in 1985 
and 1986 gave a clean audit opinion. 

It wasn T t until later that you had your qualifications and reser- 
vations, and that is the only thing. Is there any reason, could 
either one of you two gentlemen — I guess in your case since it was 
Ernst & Whinney in 1985, why if the regulators were aware and 
the general situation, not publicly, but within the circle of the 
Knowledgeable officials and individuals, reflect such a condition, 
did the accounting firm’s audit not reflect some qualification? 

Was there a clean report those 2 years, 1985 and 1986? 

Mr. Wullschleger. Mr. Chairman, with regard to 1985, yes, our 
opinion was a clean opinion. As I mentioned in my statement, 
naving asked Silverado to make certain downward adjustments in 
their books which resulted in their reflecting a material loss and 
aased upon our audit at that time, we were satisfied that the finan- 
cial statements were fairly presented, and, as you are well aware, 
the clean opinion from an auditing firm basically states two things: 
One, that the firm has performed an examination in accordance 
with accepted standards; and, second, that the financial statements 
of the organization fairly present its financial position and results. 

Now, institution or any company, even if it may be in fairly dire 
financial straits, may obtain a clean opinion. As long as they paint 
the picture fairly, and they paint it badly enough, that still might 
result in a clean opinion. 

In the case of the 1985 financial statements, I think clearly it is 
evident that this association was in some trouble. It reported a $20 
million loss. As you have already correctly observed, the equity of 
the Association at $17 million was approximately 1.2 percent of li- 
abilities. 

There is further disclosure that when the GAAP adjustments 
vere reported to the regulators, that would result in a failure to 
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meet the net worth requirements under the regulations of the 
FHLBB, and furthermore, that in the event profitability does not 
return to the Association, that there was a possibility that through 
failure to pay dividends on stock, the current management would 
lose control of their Association. i 

I think that painted a fairly serious picture, and once the Asso- 
ciation chose to reflect all those things in their financial state- i 
ments, the clean opinion resulted. 

The Chairman. Do you have any comment, Mr. Creager. 

Mr. Creager. Yes, I do, Mr. Chairman. With respect to 1986, i 
Coopers & Lybrand did issue a clean opinion, which is what in our i 
profession is called an unqualified opinion, and an unqualified i 
opinion does not necessarily mean that the company or the institu- i 
tion has a clean bill of health. We had serious discussions with the i 
management of Silverado regarding disclosures in their financial 
statements which they took objection to, particularly with respect < 
to the related party transactions that have been outlined all day i 
long here in this committee. 

Additionally, we required them to make an adjustment to their 
equity to reduce their equity by the amount of loans that they had i 
made, which were then used to buy stock in the institution. i 

Also, if you read the financial statements, you will see that both j 
at the end of 1985 and in 1986 year end, Silverado had negative re- : 
tained earnings which means, from date of inception to that year ( 
end, they historically have had losses. , 

Furthermore, by looking at their income statement for 1986, , 
even though it showed a profitable year, one could easily see that , 
those profits were the result of gains on sales of securities and not , 
from interest income off of the loans that they had been making. ; 

Additionally, the footnotes disclosed the amount of troubled | 
loans that had been restructured. My recollection is that it was | 
over $100 million of loans. And once all those things were disclosed | 
so that a reader could be fully informed of the precarious financial , 
condition of this institution, Coopers & Lybrand agreed to issued i 
an unqualified opinion. j 

The Chairman. On April 19, 1988, Coopers & Lybrand informed ■ 
the Topeka Bank that it was, quote, “going to issue a qualified 
opinion on the audited financial statements for 1987 on the basis of 
going concern issues, and on the basis of uncertainty of asset , 
values, related party transactions would also be the subject of an 
emphasis paragraph in the opinion.” ! 

In other words, Coopers wanted to say in April 1988 that as of 
the end of 1987 Silverado was nearly broke and insiders were still 
bleeding the institution. ! 

The response of the Topeka Bank is shocking, to say the least. 
Topeka directed Coopers to extend the audit for 3 months and do 
more work or be removed. What rationale were you given for being 1 
ordered to silence the alarm bells? Do you know? 1 

Mr. Creager. Well, as I understand, Mr. Chairman, we were in 
the process of performing our audit, and had reviewed a subs tan- 1 
tial number of the institution’s loans. We had at that time pro- 1 
posed adjustments in the neighborhood of $40 million. We were 1 
very uncomfortable with the appraisals that Silverado had on some 
of their loans, which were now approximately 2 years old or older. 1 
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We went to the Topeka Bank to discuss with them where we 
should go from here, whether we should request management to 
get new appraisals or whether we should issue our report with a 
qualification in it that we don’t know what these assets are worth 
because we don’t have a current appraisal on them. 

The Topeka Bank responded to that by saying we will not accept 
an audit report that is qualified for that reason, and instructed Sil- 
verado to obtain new appraisals on pretty much the remainder of 
their troubled loan portfolio, and it took several months for those 
appraisals to come in, which delayed the issuance of the audit 
report until, I believe, June or July 1988. 

The Chairman. When you expressed, quote unquote, “concern,” I 
guess in your parlance that means you didn’t think it was going to 
make it? 

Mr. Creager. Yes, sir. 

The Chairman. Mr. Wylie, we have 5 minutes if you would care 
to use them. 

Mr. Wylie. I would like to use my five right now. 

Mr. Wullschleger, Silverado claimed that one of the reasons it 
dropped your firm was because you charged excessive fees. Were 
the fees charged by Ernst & Whinney more excessive than the fees 
charged by Coopers & Lvbrand? 

Mr. Wullschleger. Our fees for the 1985 examination were, in 
fact, substantially in excess of preliminary amounts which we had 
indicated to Silverado. As I have indicated in my statement, incur- 
ring the amount of time which we did, the audit was much more 
than we had bargained for on the other side. I frankly do not know 
or have any idea what the fees charged by Coopers & Lybrand 
might have been. 

Mr. Wylie. You have no way of comparing? 

Mr. Wullschleger. No, sir, I do not. 

Mr. Wylie. Do you know if your fees were higher or lower than 
Ernst & Whinney? 

Mr. Creager. I do not know, Congressman Wylie. 

Mr. Wylie. Were you aware of the bonus structure that Silver- 
ado had for management which was directly tied to the outcome of 
the annual audit, Mr. Creager? 

Mr. Creager. As part of the 1986 audit, the engagement team 
audited and reviewed the documents related to the bonus program, 
to my knowledge. 

Mr. Wylie. You did know it? 

Mr. Creager. I have learned of that bonus program. I do not 
recall whether I knew it at the time the audit was going on. 

Mr. Wylie. You can’t recall whether you knew it at the time. 

Did you know that some of the management at Silverado re- 
ceived bonuses in excess of $800,000 as a result of the clean audit 
submitted by Coopers? 

Mr. Creager. I don’t believe that they received bonuses as a 
result of a clean audit. Their bonus program, as I understand it, 
was tied to the earnings of the institution and was approved by the 
board of directors. 

Mr. Wylie. You don’t think it was tied directly to the audit? If 
the audit had been something — well, I will approach it a different 

way. 
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How could Coopers & Lybrand’s audit of Silverado have drawn 
such different conclusions than the previous audit by Ernst & i 
Whinney? i 

Mr. Creager. I don’t think we drew different conclusions, Con- i 
gressman Wylie. The 1986 audit of Silverado, and I assume you are , 
talking about losses of the institution, if you looked at the financial | 
statements you would see that the loss reserves and the junior in- | 
terest in the loan sales which provided additional loan loss protec- \ 
tion at the end of 1986 exceeded the amounts at the end of 1985, so , 
I certainly believe that our picture of the institution was just as j 
troubled as Ernst & Whinney’s was, and the reason Silverado had 
substantial income in 1986 was, as I stated earlier, with respect to , 
large gains on the sales of securities. , 

They were for the most part mortgage-backed securities. If you , 
remember, in 1986, interest rates were declining very rapidly, and , 
therefore the institution had gains in these securities which they , 
sold to be realized. Had those securities sales not occurred in 1986, , 
Silverado would have reported a loss. 

Mr. Wylie. From the testimony this morning, Coopers & Ly- j 
brand signed off on a reversal of $10 million of previously recog- J 
nized loan losses. Later on, a few weeks later, we had testimony , 
from the regulators this morning that they found that there was 
actually $40 million in loan losses, and I guess my question is, how , 
could there be such a difference in a few weeks’ time, as they say? 
That was between — your examination was in December 1986, and 
by July 1987 the difference was $10 million of loan losses that went 
to $40 million. 

Mr. Creager. The $10 million, and I have to differ from the testi- 
mony that was provided earlier, was not credited to the earnings of , 
Silverado. The $10 million was a charge to the loan loss reserve 
that was provided as a result of Ernst & Whinney’s adjustment in 
1985. 

Mr. Wylie. I think we have a little less than 5 minutes to go 
vote, so I will conclude there. 

Thank you, Mr. Chairman. 1 

The Chairman. Gentlemen, pardon us again, but we are going to 
go record our vote, and be back in, I would say, 10 minutes or less. 

[Vote recess at 4 p.m.] 

The Chairman. The committee will come to order, and Mr. 
Leach, you’re next. 

Mr. Leach. Well, thank you, Mr. Chairman. It strikes me to a 
degree that what we are looking at is a problem that we are all in 
the same boat together. I mean in retrospect it appears that Con- 
gress made some fairly profound mistakes over the last decade, and 
that the accounting provision may have too. We had before us sev- 
eral months back a representative of a leading accounting firm 
that didn’t look like it did a particularly good job in a particular 
instance, and yet that representative of that firm refused to indi- 
cate that anything had gone wrong, partly because apparently 
legal liability may have been extraordinary. 

But I’d like to ask you, Mr. Creager, in retrospect, do you think 
that there were any mistakes made? Would you have done any- 
thing differently, and if so, what? 
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Mr. Creager. Well, Congressman Leach, I wish I could say I had 
a crystal ball; and if I had a crystal ball and I knew that the real 
estate market in Denver was going to continue to go south, espe- 
cially after the drop in energy prices in 1986, and the Tax Reform 
Act in 1986, where one could easily see that additional losses and 
foreclosures were going to occur, I think we would have certainly 
pat a going concern qualification in our report. 

Mr. Leach. Those are macro-economic judgments. I would like to 
know whether your firm’s audit at any point in time was anything 
but precisely correct, given the circumstances of the time? 

Mr. Crkager. Well, with respect to what I’m familiar with, we 
worked with the facts that we had on hand. We applied those facts 
to the loans and other investments and transactions, and required 
Silverado to disclose in the financial statements what we felt was 
necessary to alert any reader as to the significant risks that this 
institution was taking. 

We are comfortable with our audit. Congressman Leach. 

Mr. Leach. You realized that based on one of your audits, I think 
your 1986 one, rather substantial bonuses were paid, and you also 
realize that as I understand it, you reversed some recommenda- 
tions of Coopers & Lybrand firm; is that correct? 

Mr. Creager. With respect to your first question, yes, I am 
aware that the bonuses were then paid in 1987, and I did not hear 
your second question. 

Mr. Leach. And that some of the audit recommendations of the 
Coopers & Lybrand firms were reversed; is that correct? 

Mr. Creager. Some of the audit recommendations? 

Mr. Leach. Some of the, as I understand it, the accounting rec- 
ommendations. 

Mr. Creager. I know of no accounting adjustments that were re- 
versed. 

Mr. Leach. Do you, Mr. Wullschleger? 

Mr. Wullschleger. Mr. Leach, I believe you may have been re- 
ferring in your question to any reversal of adjustments which 
Ernst & Whinney caused to be made in the 1985 financial state- 
ment, but we were not present 

Mr. Leach. Too many double named firms here, yes. 

Mr. Wullschleger. We did not participate in the 1986 examina- 
tion; I have not studied those financial statements and I have no 
basis for reaching a conclusion as to your question. 

Mr. Leach. Let me ask from an accounting perspective, one of 
the questions we are dealing with is what kind of national trends 
came to be evidenced, and one of the questions is what is the rela- 
tionship of this particular institution with other institutions. For 
example, the relationship between Silverado and Lincoln, and in 
this case there is a so-called MDC that seems to be an intermediary 
institution of one kind or another. 

Can you comment on the relationship here at all? Did you see 
anything unusual? Were there loans sold? Were there participa- 
tions that were common? Is there a relationship between these two 
firms? 

Mr. Creager. Well, in 1986 and 1987, the transactions that oc- 
curred between Silverado and its security holders, of which MDC 
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was one of them, were disclosed in the financial statements as a 
related party transaction. 

Mr. Leach. What were these relationships? 

Mr. Creager. As I recall, MDC owned preferred stock in Silver- 
ado, and Silverado bought loans from MDC, and also 1 believe 
made some loans to MDC. 

Mr. Leach. Did you find this unusual? 

Mr. Creager. Well, those are related party transactions by defi- 
nition. 

By definition there is an inherent conflict between the parties, 
since they are not totally independent, and that’s why they are dis- 
closed. 

Mr. Leach. Were there any relationships between MDC and Lin- 
coln? 

Mr. Creager. Well, we were not the auditors for either MDC or 
Lincoln, so I would have no idea. 

Mr. Leach. So your trail wouldn’t go from one to the other if 
you're just auditing Silverado. 

Mr. Creager. That’s correct. 

Mr. Leach. What about the investment banking community, did 
you see anything unusual about this institution in the way it oper- 1 
ated? Was it particularly unusual the way loans were turned into 
the preferred stock, or used to buy preferred stock? Where there 
investment banking arrangements involving national investment 1 
bankers that appeared unusual to you? 

Mr. Creager. The only arrangements that I’m aware of. Con- 
gressman Leach, was that they had talked to one firm regarding 
selling interests in their loan pool. I do not believe there were any ’ 
investment banking houses involved in any of the loans that were 
made which resulted in purchase of stock of Silverado. 

The one thing that I would comment on as being somewhat un- 
usual was that once Silverado was unable, or chose not to make 1 
any more commercial real estate loans, they invested very heavily 1 
in derivative mortgage securities, and those derivative security 1 
purchases were arranged by Wall Street firms. 

Mr. Leach. Let me just come back for a second to the OTS testi- 1 
mony, which — and I’ll read two sentences from it. “The Silverado 
recorded provision for loan losses of $11.8 million in 1986 while ac- 
tually reversing over $13 million in loss allowances in GAPP bases, 
the effective reversals to decrease expenses.’’ 

They did not object to this reversal and expressed a clean opin- 
ion. Do you think that was a correct decision on your part? 

Mr. Creager. Congressman Leach, I don’t think that’s a correct 
statement. The financial statements that I have here on the table 
show — do not show a $13 million reversal of losses going through 
the income statement. They show, I believe it’s $10 or $11 million 
of losses that were charged to the reserve that was provided for 
those losses. 

Mr. Leach. So either you’re right or the government’s wrong? 

Mr. Creager. That’s correct. 

Mr. Leach. And in any regard, the taxpayer is losing something. 
Well, if I could, Mr. Chairman, could I ask just one other question? 

The Chairman. Sure. 
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Mr. Leach. In an interesting piece in the Wall Street Journal, 
oh, a month and a half ago, Mr. Byron Harris writes, “The blue 
suites and big cigars of the savings and loan bureaucracy are 
saying the thrift crisis was created mostly by criminals out to suck 
the system dry, but last week’s dismissal of fraud charges in New 
York Federal Court against a savings executive on the ground of 
improper regulation, the industry invites — his abuse is likely to 
cast a new light on the issue”. 

Meanwhile, from the bank fraud capital of the country, the 
southwest comes a starting and you might say thwarted description 
of how the watchdogs are worse. These crooks were emboldened by 
their knowledge that the regulators were a bunch of dummies, says 
former regulator James P. Moroney. You dealt with the Topeka 
bank, and even though in your opening statement you made the 
point, which is a valid point, but and put in for very legalistic rea- 
sons, but not a very impressive one, that your audit was only one 
of many things that regulators would have to consider. But as a 
certified public accountant, you know that it’s a darned important 
thing and it’s required by law, and that your profession is held in 
such high esteem that it’s a cornerstone of how the Government 
looks at things. 

It’s not just one of many sets of figures. But would you say that 
as you look at this, that it’s not the problem of the thrift industry, 
it’s not the problem of the accountants, it’s a problem of a bunch of 
dummies that were regulators; is that a fair appraisal? 

Mr. Creager. No, sir. 

Mr. Leach. Whose fault is it? It’s not your fault, it’s not the reg- 
ulators fault. Is it Congress’ fault? 

Mr. Creager. Well, if I can answer in my own opinion, it’s a con- 
glomeration of problems that resulted from deregulation of the 
thrift industry to the increase of the deposit insurance limits, to 
the volatile interest rate environment that we saw in the 1980’s, to 
the real estate speculation that occurred in the southwest, and we 
are now seeing real estate problems, even in the northeast. 

I don’t think in all fairness, Congressman, you can point to any 
one particular matter or item and say this was the cause. 

Mr. Leach. But you wouldn’t like — you keep referring to the 
macro-economics — to say that there are individually accountable 
institutions? I mean it strikes me, frankly, that there are a lot of 
lingers to go around, of which the leading one should point back to 
us. 

On the other hand, the accounting profession may have commit- 
ted its greatest mistake of the century, and yet we can’t get an ac- 
countant to make that kind of statement, and you don’t want to 
either. 

Do I have that right? 

Mr. Creager. Well, I will tell you, Congressman Leach, that 
whether it be Coopers & Lybrand or Ernst & Whinney or Arthur 
Andersen or whoever the auditors are, the auditors audit transac- 
tions that have already taken place. The loans have already been 
made. Our responsibility is to see that the accounting for those 
leans is reported properly in the financial statements, and the risks 
with respect to those loans and some of the investments that the 
institutions make are properly disclosed and reported. 
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Mr. Leach. You didn’t think this was an insolvent institution in i 
1986? i 

Mr. Creager. It was not insolvent in accordance with generally 
accepted accounting principles, no, sir. i 

Mr. Leach. Well, then that reuses the biggest issue of all. Was it 
insolvent in other circumstances; might the generally accepted ac- 
counting principles have been misleading? If one reads the GAO ; 
study and the GAO set of recommendations, this is the accountant , 
for the U.S. Government, our CPA, in essence, they are saying, by , 
making recommendations for change, that the private sector ac- | 
counting profession was dead wrong, that what was generally ac- j 
cepted accounting principles were imprudent and in effect provid- , 
ing misleading presentations of circumstances. So what I am , 
asking you, sir, is just maybe could you have been wrong, even , 
though you were following the leader? That is, following the field? , 
Is that a possibility, or is that not likely? J 

Mr. Creager. Well, if I understand your question correctly, ] 
since — if you looked at Silverado’s financial statements and if you , 
looked at the assets from a liquidation standpoint, could the assets , 
be sold in an amount to pay off the liabilities of Silverado at the . 
end of 1986, the answer is probably not. 

Mr. Leach. Thank you. 

Mr. Wylie. Would the gentleman yield on that? So I will be clear 
on this, are you suggesting that what you do is take the figures ' 
that are on the books and see if they come out correctly; that it’s 
more of an arithmetical calculation than anything else; that you 
don’t make any judgment calls; that you don’t ever question an ap- 
praisal, a real estate appraisal, even though you might have some 
knowledge that, living in the community, that the appraisal might 
be too high or too low? 

Mr. Creager. Absolutely, when we do loan reviews — and to my j 
recollection, we reviewed approximately two-thirds of the dollar 
amount of Silverado’s loans in each audit, if not more — that includ- ! 
ed a review of the underlying appraisals. Additionally, it included 
the determination as to whether or not the appraisers had the ap- 1 
propriate qualifications to make those appraisals, and whether or 
not we felt the assumptions the appraiser was using were reasona- 
ble. And in fact, Congressman Wylie, during our 1987 audit, it was 
that basic problem that caused us to meet with the Topeka bank, 
because the appraisals that Silverado management was telling us 
were still valid with respect to many of their loans, we did not con- 
sider them valid any longer, and because the assumptions that the 
appraisers were using were not indicative of the market conditions 
that existed in 1987 and 1988. 

Mr. Wylie. Thank you. 

Mr. Leach. Mr. Chairman, my time has long expired. I just want 
to suggest though that 

The Chairman. If the gentleman wants additional time, we can 
be liberal right now. 

Mr. Leach. I don’t need additional time, but I did want to sug- 
gest that quite frankly as a legislator I would expect from time to 
time that a financial institution could fool a slow footed regulator, 
but I would not expect that they should fool Coopers & Lybrand 
and that is one of the reasons that is written in the statute are re- 
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quirements for certified statements, and it’s a heavy burden that 
you pay, and it’s something that the public expects, and I don’t 
want to put all the burden on you, because it looks as if generally 
accepted accounting practices, GAAP, where wildly misleading 
when you testified that you believe that the institution was solvent 
under GAAP accounting, but couldn’t meet its liabilities with its 
assets, that is saying in a common sense way, without any refer- 
ence to any sort of principles of accounting, that the institution is 
insolvent. And so what in essence we’ve had is the circumstances of 
that accounting profession has allowed standards to exist that were 
less than prudential, and that it also looks at individual circum- 
stances as if there might have been a little more lax judgment 
than might have been the case in some specific situations, and I 
don’t mean to reference your firm, because you have such a long 
and great history, and it’s one of the great respected institutions in 
the country. 

My suspicion is that your firm wishes they never heard of Silver- 
ado, and I can recognize why you’re in a circumstance that you 
don’t want to exactly bleat this out, but I do think that from the 
government’s perspective, this is a very important part of this 
puzzle as we put it altogether. 

Thank you. 

Mr. Creager. We’d be very happy to work with the Government, 
Congressman Leach, and this committee in any way we can to help 
prevent Silverados from occurring in the future. 

Mr. Leach. Thank you. 

The Chairman. Well, we do hope my colleague will remember 
that it was soon after the committee was organized that we actual- 
ly went into the subject matter, and we had the two principal ac- 
counting firms, the ones that had Vernon Savings and Loan, and it 
was very startling, disappointing. 

However, this is the area that we are looking to legislate in, and 
ihis is the reason we want to gamer all of the experience and the 
knowledge that we can elicit. England, for instance, you wouldn’t 
operate in England that way. You would never, never be permitted 
to have absolute strict, and not only accountability of accounting, 
out beyond that, and accounting firm has to go beyond just giving 
on analysis. So we are looking to that, because actually it’s a very 
competitive area, and we have had testimony where these high 
lyers would go accounting firm shopping. They were shopping 
-round, and we have this case here now where when they didn’t 
ke what Ernst was reporting to them, well, they just dismissed 
chem. 

And when they looked as if they weren’t going to like, and the 
^founding performance of the Home Loan Bank Board official who 
: aid well now, I don’t like what you’re reporting either, so we’re 
demanding that you have an additional 3 months to review this 
ind come up with something different, and suggesting that if not, 
-ell, they were going to suggest that they get somebody else. 

So we do have that as an attendant problem, and it’s very dis- 
cing, because we’re in the private sector. I don’t know — I’m not 
*ise enough to tell you how we eventually would legislate because 
*e don’t have enough. But our traditions in our country are very, 
■fry different, and we do have a lax and an elusiveness here. On 
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the other hand, I understand since Garn-St Germain that it was 
RAAP standards that were utilized, not GAAP. What was the case 
here? In this case you’re referring to GAAP, but what about Mr. 
RAAP? 

You know that’s the reason that really it was that addition to it, 
what turned out to be the Garn-St Germain and the antecedent 
legislation, the depository institutions, the regulatory act. Why 
would whoever wrote that bill go out of the way to say you shall be 
permitted to use regulatory accounting standards? Why do that? 

Well, the reason was, as we’re even now in the housing subcom- 
mittee, attempting through legislation to try to save financially 
and economically operations that are beyond the power of a legisla- 
tive body to do so. 

Garn-St Germain was pawned off as save the S&L industry, but 
it included 90 percent of that was something else, it was the ho- 
mogenization of all the financial institutions, and went way beyond 
just the relaxation of controls and regulatory oversight, and it was 
the biggest — actually, it was the biggest wholesale change of the 
fundamental ’35 banking act since 1935. It was incredible to me 
that nobody even presented it that way, even hinted at it, other 
than the testimony that I gave to the Rules Committee when it 
went there in opposition, in loan opposition. But one thing that 
stood out was regulatory accounting principles or practices, RAAP 
instead of GAAP. 

So, and the reason was that if you had your 2 percent equity 
taken and you could, with the stroke of a legislative definition say, 
this broke S&L is no longer broke, it’s now solvent. And this is 
where I think — but what disturbs me more than anything else, and 
I don’t want to hold you too long because I know you have a plane 
to catch, and I must say this, because I am deeply troubled, and 
highly concerned, that I see that all of this, it’s just a symptom, it’s 
not the problem, it’s a symptom of a much more deeply rooted and 
very complicated situation. 

You mentioned the tax bill. Well, of course, in my area in Texas, 
and I reported this before, when the 1986 tax bill was approved 
that autumn, by the end of that year, and they took away all of the 
goodies that the 1981 had given, and had encouraged the invest- 
ment in commercial and the like, the real estate values in my area 
dropped 42 percent within 6 months, so that meant that you had 
not one bubble, but several bubbles, and a very antiquated and 
heated situations. 

Well, what I see today is that the passage of the bill last year, I 
thought would be recognized as just one-pronged attempt to ad- 
dress a problem that over some 15, 20 years had generated into a 
very complicated problem that needed more than the one line ap- 
proach. As long as the tax bills, and here’s what the Congress has 
failed to keep up with the 20th century, much less ready to go into 
the 21st, because you have tax policies that are developed as substi- 
tutes for housing policy. 

You have tax policies that enable all of these predators to come 
out of the woodwork and go into the highly leveraged buy-out in- 
sanity, all subsidized by the tax credits, and they even get tax ben- 
efits. 
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Eveiything that Drexel Burnham et al did were all subsidized by 
the tax laws. And they continue to be. The Ways and Means Com- 
mittee isn’t addressing that, and we’re back down here in counter 
invasion of territory, Ways and Means, the securities with the com- 
merce. So I’ve been suggesting, and I’m formulating an approach to 
the leadership, that we develop some intra-camera coordinated at- 
tempt to try to get some sense here, because otherwise America is 
not going to overcome this problem. It’s multi-faceted; the S&L 
thing is just a symptom. In my opinion the commercial banking 
system is going the same way. Learn nothing. We are like the 
Bourbon Kinds, learn nothing and forget nothing. And the deposit, 
what is the word that’s being used here? 

The Deposit Insurance Fund. Well, that is not what it was in- 
tended to be. It was supposed to be the Depositors Insurance Fund, 
and just that change to Deposit means that you have these whole- 
sale entities pass through accounts that are not, they are insuring 
multimillions of dollars, but not on the basis of depositors, but ac- 
counts, deposits. 

So who is addressing that? We are still in the wintry wonder- 
land. We are still here just thinking that because we passed a bill, 
that we are going to resolve something; whereas that was just a li- 
cense to approach some resolution involving mainly the structural 
changes in the financial institution set up involving savings and 
loans. 

But among savings and loans, other institutions, we have more 
bank failures than we have savings and loans. We have much more 
of an, in my opinion, actuarialy unsound condition in the FDIC, the 
Commercial Bank Insurance Fund now that we had with FSLIC 3 
and 4 and 2 years ago. 

How can you say that we are going to have an entity that has 
grown way out of shape from what it was intended, and which we 
are still paying homage to, but in practice, not when you have $3 
trillion plus of insured deposits in the commercial bank system 
alone, when much less now than $14 billion in the insurance fund? 

So what I am saying is that, you know, it’s not quite fair. You 
are in a competitive business. ' If you lose an account, and that’s 
why when I was coming to, except that Mr. Wylie hasn’t been rec- 
ognized, and we are going to have to excuse Mr. Craeger because 
he has a plane to catch at about 5:45, 1 understand. 

So even though it’s nearby, I think that, at National, in all fair- 
ness, unless you have a quick question for Mr. Creager, then we 
will dismiss h im . 

We will descend full force on Mr. Wullschleger. 

Mr. Wylie. I have a question, but it’s not for Mr. Creager. 

The Chairman. Well, if we don’t, why don’t we dismiss him. 

Thank you very much, Mr. Creager. We deeply appreciate your 
; ooperation. 

Mr. Creager. Thank you, Mr. Chairman. 

Mr. Wylie. Mr. Chairman, I certainly hope you are wrong about 
the FDIC Insurance Fund, and I happen to think you are. And I 
*and a little bit more optimistic than that, but we will hear from 
#me other witnesses on that score, I am sure, before we finish our 
WingB in this regard. 
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Mr. Wullschleger, Mr. Creager indicated that there was room for 
judgment calls in auditing reports. The auditors do, in fact, make 
judgment calls as to some of the entries, and I thought you might 
want to answer this question because of the innuendos that have 
been thrown around here. 

As you know, Robert Lewis was the auditor in charge of Silver- 
ado audits between 1981 and 1983 and was subsequently hired by 
Silverado to be its Chief Financial Officer. 

Two years after Mr. Lewis left Ernst & Whinney to join Silver- 
ado, Ernst & Whinney was fired as the independent auditor of Sil- 
verado. 

Did Ernst & Whinney assign an auditor to Silverado who was 
tougher than Mr. Lewis? Had Mr. Lewis overlooked Silverado's fi- 
nancial and accounting discrepancy when he was a partner in 
charge of Silverado? 

Do you feel there is any reason why this scenario of events took 
place? 

Mr. Wullschleger. Well, sir, as I indicated in my earlier com- 
ments, Mr. Lewis was a highly respected partner of Ernst & Whin- 
ney, and he had conducted the engagements at Silverado for a 
number of years, and we frankly believed that he was a very tough 
auditor when he was in that role. As I indicated in the opening 
statement, in 1983, he did, in fact, issue what is commonly known 
as a material weakness letter, and I believe he had numerous com- 
ments in the earlier years’ management letters as well. 

I certainly do not believe that he was a pushover in terms of an 
auditor in any way. With respect to why he left our firm and took 
the position with Silverado, I firmly believed then, and I still do, 
that Silverado recognized that in its growth mode, they had need 
for more talented, financial and accounting personnel in their orga- 
nization. 

Mr. Wylie. I had asked earlier whether you thought your fees 
were the reason why they let Ernst & Whinney go and hired Coo- 
pers & Lybrand. Apparently there was no obvious reason as to why 
they changed auditing firms then; is that what you are saying? 

Mr. Wullschleger. Well, no. My personal belief was frankly 
that they found us too difficult to get along with, and in connection 
with our response to Silverado’s letter to the Topeka Bank in 
which they explained their reasons for changing auditors, we dis- 
agreed with their response in that they had indicated there had 
been no disagreements with us as to accounting and auditing mat- 
ters within the last 2 years. 

Frankly, we took great exception to that because we had numer- 
ous arguments in very heated debates with them, and we explained 
that fully in the correspondences which by regulation we are asked 
to file with the FHLBB. 

Mr. Wylie. You say you were too difficult to get along with, and 
they disagreed with your response. In what respect did they dis- 
agree with your response? 

Mr. Wullschleger. Well, in their letter with respect to the ter- 
mination, they indicated that there had been no disagreements 
with Ernst & Whinney in the last 24 months, which if unresolved 
would have caused Ernst & Whinney to qualify their opinion. 
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We took exception to that statement because, in fact, we believed 
there had been several disagreements which, if they had not been 
resolved, would have caused us to issue such a qualified opinion. 
Mr. Wylie. Thank you, Mr. Chairman. 

The Chairman. Thank you. 

On August 28, 1986, Michael Wise, the chairman of the Board of 
Silverado, sent Kermit Mowbray a letter advising him that Silver- 
ado had determined not to renew the services of Ernst & Whinney 
as its public accountants. 

The reason cited for the action included lack of impartiality and 
independence, and excessive fees charged for the 1985 audit. 

I think they had their words mixed up. I think they should have 
said excessive independence. 

Also in the letter, Chairman Wise stated that there were no un- 
resolved issues, as you said a while ago, scope restrictions, unan- 
swered questions and/or alternatively any disagreements with 
Ernst & Whinney or any matter of accounting principles, practices, 
audit procedures, financial statement disclosures. 

And you stated more or less why that wasn’t the way it was in 
answers to Mr. Wylie. But in the pursuit of your rendering and ac- 
counting, can you describe to us the differences in approach result- 
ing from whether you addressed the matter from RAAP as differ- 
entiated from GAAP standards, and to what extent where RAAP 
standards utilized in your accounting? 

Mr. Wullschleger. Well, the audit which we performed for 1985 
was with respect to financial statements that were issued on a 
GAAP basis. The institution continued to report to the regulatory 
authorities on a RAAP basis, and the differences, if that is what 
you are asking, are not great in number. 

There are some differences in the manner in which the institu- 
tion would account for certain loan fees for regulatory purposes, 
generally more liberal under regulatoiy accounting, to recognize 




As part of some of those changes that have been referred to in 
die early 1980’s, there were provisions that for regulatory account- 
ing purposes certain losses on sale of mortgage loans could be de- 
ferred and in effect amortized into the future, whereas GAAP 
would cause them to be recognized currently. And there are some 
other things. I think those cover the main ones. 

In the GAAP financial statements, there is by requirement, a 
reconciliation which shows how one gets from net worth on a 
GAAP basis to a RAP basis. So that type of reconciliation would 
dearly indicate the nature of the differences that were present at 
the end of any given period of time. 

The Chairman. Actually, this is a question I will submit in writ- 
ing to Coopers. It has something to do with their assumption of the 
contract. What I was trying to get at, I guess I could better raise it 
-his way: Based on review of the audit opinions generated from 
1981 through 1984, Ernst & Whinney did not state that the finan- 
cial statements prepared by Silverado present fairly and conformed 
with generally accepted accounting principles the financial position 
i Silverado but rather you certified that Silverado statement were 
Presented fairly in accordance with regulatory accounting princi- 
ples. 
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That is essentially what I was trying to get at. 

Mr. Wullschleger. That is correct. 

The Chairman. I realize that GAAP accounting was encouraged 
by the regulators for cosmetic appearance, but I didn’t realize that 
auditors were also forcing those statements on the general public. 

You know, all through, there is one — whether it’s on this level or 
out in the private sector of in these quasi-public activities, there is 
one common strand, that that is that if there is no reporting or 
there is a veil of secrecy in all these transactions, the end results 
are not in the public interest. 

I have always asked, when the suggestion is made that we have 
closed sessions, why? Who is going to benefit? For whose benefit? If 
it’s a good thing that we are going to hear, why shouldn’t the 
public know about it? And if it isn’t so good, well, then, why should 
we have a secret session? 

You have explained the major differences between RAAP and 
GAAP, but in effect, my impression is that RAAP financial state- i 
ments virtually end up being worthless. Isn’t there any way — well, i 
we will get to that later when we have the hearings, and hopefully 
we can ask for your suggestions then. 

Mr. Wullschleger. I will be happy to supply them. 

The Chairman. Thank you very much, sir, and Mr. Wylie, do 
you have any further questions? 

Mr. Wylie. No. 

The Chairman. If not, thank you very much, Mr. Wullschleger. 
We are very grateful to you for your time, patience and above all, 
your good will and cooperation., 1 

Mr. Wullschleger. I appreciate the opportunity to be here, and 
thank you. 1 

The Chairman. Thank you, sir. 

The committee will stand in recess until tomorrow morning at 10 
a.m. in this hearing room. 

[Whereupon, at 5:05 p.m., the hearing was adjourned, to recon- 
vene at 10 a.m. on Wednesday, May 23, 1990. 



SILVERADO BANKING, SAVINGS AND LOAN 
ASSOCIATION 


Wednesday, May 23, 1990 

House op Representatives, 

Committee on Banking, Finance, and Urban Affairs, 

Washington, DC. 

The committee met, pursuant to call, at 10 a.m., in room 2128, 
Rayburn House Office Building, Hon. Henry B. Gonzalez [chairman 
of the committee] presiding. 

Present: Chairman Gonzalez, Representatives Annunzio, Neal of 
North Carolina, LaFalce, Oakar, Vento, Barnard, Schumer, Frank, 
Erdreich, Carper, Torres, Kanjorski, Patterson, Kennedy, Mfume, 
Pelosi, McDermott, Hoagland, Neal of Massachusetts, Engel, Wylie, 
Leach, Parris, Roukema, Dreier, Hiler, Bartlett, Roth, McCandless, 
Bunning, Stearns and Gillmor. 

The Chairman. This committee will please come to order. 

The Chair will observe to the members of the press corps, that it 
is a violation of the rules to have any interposing person or obsta- 
cle between the witnesses and the committee members. 

I would suggest that whatever photographic requirements can be 
satisfied within the next 2 minutes, you go ahead and do it, and 
then remove yourselves from the area between the witness table 
and the members of the panel of the committee. The Chair must 
insist that we comply with the rules. The Chair must adhere to the 
integrity of the hearing, as well as the witnesses themselves. 

The committee is not trying to prevent any undue imposition on 
the part of external agents, whether they are photographers, 
camera crews or what have you. So, I am asking again that persons 
who are on the floor remove yourselves from directly in front of 
the witness table and the committee members. 

I will remind our colleagues that the rules of the House and the 
committees are not rules susceptible to one-way interpretation. In 
other words, we have witnesses who have responded voluntarily 
without any qualifications to the invitation of this committee to 
appear in order to elicit testimony concerning their side of the 
story. 

We have a duty on our side to refrain from pre-judgment on the 
basis of whatever examination we have had, including myself, of 
the documents that the committee staff has garnered as a result of 
the cooperation we have received from both institutions as well as 
agencies. 

We have a responsibility to protect the rights and the dignity 
and the respect of the witnesses as much as we have the duty to 
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elicit testimony and correct the knowledge that this committee and 
these Members of Congress must have in order to knowledgably 
legislate. 

We are not a judicial body. We are not here to sit in judgment. 
We are not a prosecutorial body. We are not here to get anybody. 
We are here to elicit testimony. And we are here to evaluate that 
testimony subsequently together with that which other hearings 
and subsequent hearings will bring forth to our knowledge, and 
then, with only one intent in mind in purpose and responsibility 
under the Constitution, and that is to seek legislation. 

So 1 just want to remind everybody of that. Because I think the 
tendency is to misinterpret. This morning, we have lost severed 
minutes here with preliminaries, and we will try to dispense with 
those. 

My opening statement is very short. 

Boards of directors are the first line of defense for any institu- 
tion, and ultimately for the Federal deposit insurance funds, which 
is basically what all the fuss is about. 

But, a June 1989 report to this committee from the General Ac- 
counting Office makes it clear that this line of defense crumbled 
quickly in the savings and loan crisis. The GAO laid heavy blame 
for failures on "passive” boards, "self-dealing” boards and wide- 
spread conflicts of interest. 

GAO studied a group of 26 failed thrifts, but its findings could 
have been drawn from a cross-section of Silverado’s board. Silvera- 
do’s board seemed to have plentiful examples of both passive and 
self-dealing board members. 

This morning, we have five of the “outside” directors who were 
willing to appear here voluntarily. Five of their colleagues, four in- 
siders and another outsider, decided that they would not appear. 
These five will be on an upcoming subpoena list. 

Overall, every member of Silverado Banking shares responsibil- 
ity for the scheme, the poor loans, and ultimate denials of the insti- 
tution. Today we will explore how the Silverado Directors saw their 
responsibilities and how they carried out their responsibilities. Did 
they see themselves as a first line of defense to protect the compa- 
ny, or did they see themselves as something else in a more passive 
role? 

I want to thank the witnesses, and particularly those that I am 
sure under any circumstances would be distressing, for your coop- 
eration and your willingness to cooperate with this committee. 

[The prepared statement of Chairman Gonzalez can be found in 
the appendix.] 

The Chairman. Without any further ado, I will recognize Mr. 
Wylie. 

Mr. Wylie. Thank you very much, Mr. Chairman. 

I will be brief. I want to welcome our witnesses and express nay- 
own personal appreciation for their willingness to be here today. I 
believe these witnesses are eager to be open, honest and forthright, 
with this committee. 

This is in stark contrast to the response of the inside directors 
and management, none of whom are here today, and in particular, 
I believe it is regrettable that Michael Wise has not bothered to 
attend. Mr. Wise was once a respected man of the thrift industry. 
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In fact, Mr. Chairman, he testified before your Housing Subcom- 
mittee on February 1, 1984. Ironically, he served as Chairman of 
the Thrift Industry Advisory Council to the Federal Reserve Board 
in the critical year of 1987, when the first FSLIC recapitalization 
bill was passed. 

He was a strong advocate for the figure of $5 million in funding 
for FSLIC that year. In fact, he termed the Treasury’s call for 
higher funding of the full $15 billion a damaging media blitz. 

He wasn’t afraid to speak out then, yet today, he has declined to 
testify. I think he can enlighten us on the funding of the crisis that 
we now face. 

The other insiders who were the driving force behind Silverado’s 
unique accounting programs have also declined to attend. This is 
also regrettable. I will join you in issuing the subpoena for their 
attendance. 

Finally, Mr. Chairman, let me again thank our witnesses. I ap- 
preciate their attendance and their willingness to speak openly to 
the committee today, and I look forward to their testimony. 

The Chairman. Mr. Annunzio, do you have a statement? 

Mr. Annunzio. Yes. 

Mr. Chairman, the savings and loan crisis is going to cost the 
American taxpayer $500 billion. Much of that loss is due to the ac- 
tions of the boards of directors of the failed savings and loans. Too 
tften, the directors were either rubber stamps of management, or 
*ere greedy and self-dealing. 

We heard yesterday that Neil Bush, as a director of Silverado, 
presented or voted on $106 million in loans to Ken Good and Bill 
'Valters, two Silverado borrowers with whom he had business 
leak All those loans are now in default. The average American 
pusinessman may have trouble getting a loan for inventory, but at 
'iverado there was never a credit crunch for the people with the 
right friends. 

The Justice Department of the United States is charged with en- 
uring that the criminal laws of the United States are enforced, 
-‘lose laws include prohibitions on fraud against federally-insured 
nancial institutions, including fraud by directors of savings and 

jans. 

Not every failed savings and loan involved fraud by the directors, 
Jt enough did that last year, this committee strengthened the 
against these crimes. We also set up a separate authorization 
$75 million a year for each of the next 3 years — a total of $225 
'illion — to investigate and prosecute the savings and loan crooks. 
The Justice Department is not doing anywhere near enough to 
"•estigate these cases. It claims that it does not need the money 
at this Congress authorized. 

Yesterday, we heard from OTS that the Justice Department had 
^ed directly with Director Ryan of OTS and told him to refuse to 
; ~>e this committee information about the five criminal referrals 
nceming Silverado. All we asked for was the dates that the 
'minal referrals were made. No one sought any information that 
' wld jeopardize any ongoing investigation. 

Mr. Chairman, this is a cover-up, pure and simple. The question 
- What does the Justice Department want to hide? Is it hiding 
"*t for 4 years, it had a criminal referral that might be politically 
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embarrassing, and it did not dare investigate it? Or that it simply 
did not bother to investigate hard savings and loan cases? 

When it comes to investigating savings and loan cases, the Jus- 
tice Department is less inquisitive them Kermit the Frog, and 
softer than Big Bird. 

Mr. Chairman, no savings and loan investigation by this commit- 
tee will be complete until the Attorney General appears as a wit- 
ness. We must find out why the Justice Department is so reluctant 
to investigate savings and loan cases. The taxpayers have a half- 
trillion reasons to want an answer to the question: When are the 
savings and loan crooks going to jail? This is what the people are 
asking. 

The Chairman. The chairman will observe that despite the 
esteem that I have for our ranking minority member, that yester- 
day’s request was not — Mr. Kanjorski, if I recall correctly, he was 
asking for the data, which time referrals had been made to the Jus- 
tice Department. In the beginning, he was merely asking for the 
data of referrals, which of course the witnesses before us had in a 
way indicated that it, with respect to the matter on hand, was sub- 
sequent to the time that the agency had closed down the institu- 
tion or after they had had their examinations. 

Subsequent to that, the chief counsel explained that when the 
year 1986 was used from 1986 until now, that what they had in 
mind were that they had knowledge that referrals had been made 
to the Justice Department, not necessarily having to do with this 
case, but with all cases coming to their attention that, as regula- 
tors evaluating information, decided that there were matters that 
should be referred to the Justice Department. 

I also pointed out that there was no way the witnesses could 
answer as to just what the Justice Department did or didn’t do or 
what the basis of the information had been. After all, it is well 
known that just because a case is referred to the Justice Depart- 
ment, that does not mean that the Justice Department attorneys 
find it actionable or that it has a sufficiency in legal standing to 
prepare an adequate and successful case of prosecution. 

When we are talking about criminal referrals, we then have a — 
we are entering a different area, and when the question arose as to 
the difference between the civil suits which had been filed in a case 
of some entities and criminal prosecution, there is no question 
about it, there is a duty imposed on the Justice Department as well 
as the executive branch to — pending judicial determination — to 
protect and safeguard the integrity of their proceedings. 

So, I want to clarify the fact that just because it was reported 
here yesterday, that cases had been referred since 1986, that does 
not mean that those cases had anything to do with this particular 
case of Silverado. 

As to the prosecution on the part of the Justice Department 
they have their track record. And they will have to be asked as 
they will be by Judiciary. We will ask the Attorney General, as ] 
said yesterday, to report to us on the basis of the testimony wt 
heard from the FBI Director in Dallas in April. That had to d< 
with the fact that the FBI Director had asked the number of agenb 
that he felt would be adequate, and those requests were not hon 
ored by the Justice Department. 
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We want to resolve that, but I don’t think that we should con- 
clude and pass judgments as a result of conclusions based on inad- 
equate or distorted information. I just wanted to point that out, be- 
cause it was clearly — 

Mr. Annunzio. Would the chairman please yield? I appreciate 
your yielding. Mr. Chairman, I don’t want to get into any differ- 
ences. Two weeks ago, I met with the Director. All I asked for were 
the dates. He said he would supply the dates of referral. I want the 
record to show that I am only interested in the referral dates. 
When do I get them? 

The Chairman. Would the gentleman 

Mr. Annunzio. I don’t care if it is civil or criminal. I am not a 
lawyer, not in the Attorney General’s Office. I am just trying to 
make the record available. 

The Chairman. The gentleman was asking when the crooks are 
going to be put in jail, I assume that is criminal. Now, the question 

I have here is that if the gentleman 

Mr. Annunzio. It is about time we put some crooks in jail. 

The Chairman. Well, we give the impression that we are the 
ones that are going to be responsible for putting them in jail. Then 
I think we are deceiving the public. The public knows better. But 
what I think is important is that you must have requested this in- 
formation from Mr. Ryan in your capacity as chairman of the sub- 
mmmittee. 

Mr. Annunzio. I did. 

The Chairman. Because every request that the committee and 
■he staff of the full committee has made up until last week has 
sen honored, and we are in the process of directing a specific 
etter to Mr. Ryan in pursuance of immediate documentation that 
'he committee staffs are seeking. 

But at no time can I truthfully say that the staff has been ob- 
structed or has been denied access to documentation. So, if the gen- 
tleman would be careful to note that the request was made on the 
M8is of the subcommittee’s jurisdiction, I think that would help 
iarify it. 

Mr. Parris. Mr. Chairman. Would the gentleman yield for one 
•uestion? 

The Chairman. We will recognize you. You have unanimous con- 
tent to be recognized for 1 minute. 

Mr. Parris. I think it is important for the record that everybody 
understand, and I very much appreciate the chairman’s attempt to 
-fferentiate the difference here between the civil and criminal as- 
sets, if any, but the point I want to make is that at no time has 
nere been any suggestion at any time by anyone of criminal mis- 
snduct on the part of any of these people on this panel, beginning 
*ith Mr. Bush. 

That, I think, is an important perception and is sometimes over- 
■oked by many of us at this table, beginning with my good Mend 
eom Chicago. 

The Chairman. Well, Mr. Parris, this is what I am again trying 
stress, and I asked at the outset that we not pre-judge until we 
3ve a chance to hear from the witnesses. We have witnesses that 
*e, in goodwill and voluntarily, saying yes, we want to come and 
operate with the Congress and the committee. 
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We want to give you our side of the story, and that is what we 
are here for. Now, does any other member wish to speak? 

Mr. Leach. 

Mr. Leach. Mr. Chairman, let me stress that I am pleased that 
you are continuing these hearings about Silverado. They are impor- 
tant, because they are similar to some of the other giant thrift fail- 
ures, but they are also unique in their use of loan commitments to 
fund preferred stock. Having said, though, that the hearings should 
go forth, I must confess to some discomfort at the decision to in- 
clude outside directors on the invitation list. 

I raise this because while it is not unprecedented in the history 
of this committee, it was not done with thrifts such as Lincoln and 
CenTrust. In this context, I would like to repeat what I said yester- 
day about the shadow-casting implications of quasi-investigative 
hearings of this nature, and the capacity of Congress, especially 
Congressional committees, to irrationally taint reputations. 

I have reviewed carefully the information brought to this com- 
mittee to try to put myself in the place of our principal witness 
this morning, a witness by the way who has shown the courage and 
grace to face adversity unlike the principles in this institution. And 
I would stress as strongly as I can my view that Neil Bush is a 
thoughtful, decent young man who was lured into becoming an out- 
side director, whose inside directors appeared to be good communi- 
ty citizens and innovative thrift managers following the deregula- 
tion philosophy of a former administration and financial institu- 
tional designs of former Congresses. 

The fact that inside directors were up to their ears in conflicts 
was not likely to be clear to a young mein entering a new town and 
a new area of business when even the shrewdest in American fi- 
nance, that is, the outside auditors, were taken in. 

I stress this aspect of hindsight in part because of the perspective 

{ jrovided in the testimony of witnesses yesterday. An extraordinari- 
y principled and intelligent partner in a big eight accounting firm 
testified how his firm arrived at unqualified audits, how it reported 
profitable performance under generally accepted accounting prac- 
tices for the institution. It appears now that such profits were 
largely smoke and mirrors. 

But we have to understand that we are looking retrospectively 
At the time many believed that this thrift was headed by one ol 
the most brilliant financial managers in the country, a man whc 
today may look a bit like Bert Lance, but who then held the eai 
and confidence of Federal regulators in the Topeka office. 

It is conceivable that mischievous people might have wanted tx 
use the son of the Vice President. It is inconceivable that Nei 
Bush wittingly did anything wrong. 

I raise this in the context of the reputation of the Presidency an< 
of the individual. With regard to the first, this committee know 
better than any group of Americans that it is this President whi 
immediately upon taking office, moved to close down thrifts lilr , 
Silverado, throw out their leadership, and stem the red ink to th 
taxpayer. It is this President who pledged to bring thrift crooks t 
the bar of law. 

As for the individual, the young son of the President, he appeal 
to have been used just as were some of the world’s best certifle 
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public accountants, some of the country’s most approximate regula- 
tors, State and Federal, and the entirety of this Congress. 

In this context, let’s be clear that the shadow of Charles Keating 
falls in a lot of directions but it does not fall on the First Family. 
Neil Bush is a fine young man with a wonderful family and bright 
future. Let’s be cautious about hinting or implying questions of 
character when primarily at issue is a giant public policy error 
which disproportionately got reflected in almost an entire region of 
die country. 

Thank you. 

The Chairman. Mr. Leach, if you will yield, we can't have it 
both ways. We can’t prejudge either guilty, as I was trying to in- 
sinuate, or innocence in your case. I don’t know that Mr. Bush has 
asked for any defense on our part. The record speaks for itself and 
this is what we are trying to get at. 

I think we want to hear from him and then on the basis of the 
testimony of he and the other witnesses, make conclusions. But I 
think we can’t have it both ways. We can’t say, “You shall not con- 
demn and prejudge,” nor can we say, “Well, the man is holy and 
pure’’ and everything else. 

Mr. Leach. Mr. Chairman, let me just say that I think the chair- 
man of this committee has done a great public service in the en- 
tirety of the hearings that he has participated in. I do not want to 
raise doubt about that, but I do want to make it clear that we have 
invited a large number of witnesses to bring perspective and this 
bearing is not a quasi-judicial setting. We are simply trying to get 
at the facts of a circumstance, but the visage of what is happening 
here can be misleading to a large public audience. 

I think that that visage has to be put in proper perspective. 

The Chairman. I understand. 

Yes, Mr. Neal. 

Mr. Neal. I would just like to make a brief comment if I can. 
There was a story in the Washington Post this morning that im- 
plied that the hearings were essentially some sort of partisan exer- 
cise, and the reason I mention this is because I was quoted and I 
wanted to be clear that that is certainly not my intent. I don’t 
think it is the intent of anyone else. 

I have come to think — well, in the first place, these hearings are 
about trying to understand what is going on. Now, I have come to 
think that, I have come to understand the problem this way, that 
here was conscious decision on the part of the administration not 
•o administer this law. That the idea was to get government off the 
%cks of business in general including the savings and loan indus- 
‘jy, and when a bunch of sharp operators and crooks figured it out, 
hey stole the country blind. 

Now, maybe this understanding is incorrect. I go to hearings and 
sk people about this understanding, and so far I think we are find- 
ing general agreement on it. But when we ask questions, it is not 
^tended to be partisan. 

Yesterday I asked a question about why it took so long from the 
ane that there was originally some question about this institution 
into the time it was closed down. Actually, I got a pretty good 
answer, that there were attempts to close it down and so on, and 
here is more that we have to learn about that, but that is not par- 
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tisan. it is an attempt to understand this so we don’t repeat this 
mistake in the future. I would like to be clear about that. 

Mr. Chairman, I thank you. 

The Chairman. Yes, Mrs. Roukema. 

Mrs. Roukema. I do have a few observations to make and I will 
be short. But 1 do appreciate what Mr. Leach has said and I want 
to stress that I concur with what he has stated, particularly as he 
pointed out the fact that Presidential leadership is what has 
brought us — President Bush’s leadership is what has brought us to 
this position and that is to be fairly and squarely facing the prob- 
lems and the debacle, as you referred to it yesterday, in the savings 
and loan problem. 

I also want to acknowledge, Mr. Chairman, your expressions for 
fairness and comity in indicating there should be a proper perspec- 
tive that this is not prosecutorial. I commend you, Mr. Chairman, 
for making that point with respect to these oversight hearings. I 
especially appreciate the fact that this is only one case study, as 
you have pointed out. That is correct. 

But I will tell you one thing that hasn’t been said yesterday. As 
a member of the Northeast Delegation from some States that have 
been rather unfairly treated in this whole debacle, I want to make 
a protest here on behalf of other victims, the victims in our area of 
the country. In New Jersey and other Northeastern States, we are 
paying a very heavy price for the savings and loan problem, not 
only in terms of the direct taxpayer cost but presently we are , 
facing extra costs in the form of interest rates, higher interest 
rates, a severe credit crunch, lower property values, and indeed the 
fact, as was pointed out in a very lucid article in this week’s Busi- 
ness Week, the fact that there is a shift not only of property values 
but a shift in what firms, of where firms are selecting to relocate, a 
direct consequence of the problems of the savings and loan indus- 
try. 

I don’t know, this has not reflection on anyone here present on 
this panel, but I will tell you, the lesson it gives us in the North- 
east is that virtue does not have its own rewards. 1 

I will tell you, for States like New Jersey, who have done their 
proper job in oversight and done the proper job in regulation, I will 1 
tell you, we are pretty mad about the whole thing and we are 
really fed up with the attitude that somehow we owe it to thei 
States that were so profligate and we really don’t. And I will tell 
you, we are paying a severe penalty. 

Thank you, Mr. Chairman. 

The Chairman. Any member on this side of the panel seeking a 
brief recognition? 

If not, we will proceed, and I will ask the witness to rise and 
raise your right hand. 

[Witnesses sworn.] 

The Chairman. You may consider yourselves now as being under 
oath. 

We have the following witnesses. We have Mr. Richard J. Bunch- 
man, a former director of Silverado Banking; Mr. Neil M. B ush , 
former director; Ms. Diane Ingels, former director; Ms. Marjorie k' 
Page, former director, and Mr. Richard F. Vitkus. I hope I have 
pronounced that correctly. You know, I had to learn English, so ] 
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still pronounce words as you would in Spanish and sometimes in 
English they say Vitkus, so I wanted to be sure. 

Unless there is some reason why we should recognize the wit- 
nesses in a different order, would it be acceptable that I recognize 
you in the order I introduced you? We can start with Mr. Bunch- 
man. 

STATEMENT OF RICHARD J. BUNCHMAN, FORMER DIRECTOR, 
SILVERADO BANKING 

Mr. Bunchman. Good morning, Mr. Chairman and committee 
Members. 

My name is Rick Bunchman and I live in Breckenridge, CO. I 
have owned and operated my real estate company since 1976. We 
are in the general real estate business where we sell VA and 
FHA 

The Chairman. We cannot hear. Would you get closer to that 
mike? 

Mr. Bunchman. Should I start over? 

The Chairman. Yes, sir. 

Mr. Bunchman. Good morning, Mr. Chairman and committee 
Members. 

My name is Rick Bunchman. I live in Breckenridge, CO. I have 
owned and operated my real estate company since 1986. We are in 
the general real estate business where we sell VA And FHA prop- 
erties, single-family homes, town homes and resort condominiums 
and second homes. I also have been involved with the development 
and management of resort properties. 

In approximately April 1983, the two-branch savings and loan of 
which I was a board member was sold to Denver-based Silverado 
Banking. At that time I became a board member of Silverado 
Banking. 

In addition to being an outside board member, I was a member of 
the committee and the real estate committee, and remained on the 
board until December 1988. 

I have cooperated with the Office of Thrift Supervision and the 
FDICTs investigation, and I am here voluntarily to cooperate with 
the House Banking Committee. 

I don’t have the many documents you asked questions from, but I 
will try to answer your questions to the best of my recollection. 

The Chairman. Thank you very much. 

Mr. Bush. 

STATEMENT OF NEIL M. BUSH, FORMER DIRECTOR, SILVERADO 

BANKING 

Mr. Bush. I don’t really have a statement. I am pleased to be 
iere. 

My name is Neil Bush. I was a director of Silverado Banking 
ram August 1985 until August 1988, and look forward to respond- 
ing to whatever questions you might have, Mr. Chairman, or any- 
ady else. 

The Chairman. Thank you, Mr. Bush. 

Ms. Ingels. 
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STATEMENT OF DIANE E. INGELS, FORMER DIRECTOR, 
SILVERADO BANKING 

Ms. Ingels. Thank you. 

Good morning, Mr. Chairman and Members of the committee. 
My name is Diane Ingels. I have been in the real estate business in 
Colorado for 22 years. My companies — the Ingels Company, the 
York Companies and Artist Financial — have been involved in the 
financing, development and marketing of residential and commer- 
cial properties. 

I became director of Silverado Banking in January 1985 after 
being nominated to the board by its chairman, Michael Wise. The 
president of the Colorado League of Savings recommended me for 
the directorship. 

Prior to joining the Silverado board, I served as chairman of the 
Urban Renewal Authority, as vice chairman of the National Asso- 
ciation of Realtors’ Finance Committee. I served on the board of di- 
rectors of the Federal National Mortgage Association as a Presi- 
dential appointee from 1981 to 1986. 

Subsequently, I have served on Fannie Mae’s advisory council. In 
1988, I served on the National Housing Task Force initiated and 
sponsored by Senators Cranston and D’ Amato. 

While on the Silverado board, I was asked by the president of the 
Federal Home Loan Bank Board of Topeka to serve on the board of 
Valley Savings while it was in conservatorship. I became active 
chairman after the resignation of the chairman of that institution. 

Presently, I am a director of the Del Webb Corporation, a public- 
ly traded national developer of adult communities. I am also on the 
board of the National Institute of Building Sciences. 

Mr. Chairman, I am here voluntarily as I have been to talk with 
inquiries that have been initiated by the FDIC. Certainly I will re- 
spond to any questions. I hope that my testimony will be of benefit 
to the committee. 

Thank you. 

The Chairman. Thank you very much, Ms. Ingels. 

I might point out and reemphasize the fact that these witnesses 
have been most cooperative with the committee, and it is some- 
thing that — I think I can express my own sentiment on behalf of 
every Member of this committee — it is a very welcome and refresh- 
ing thing. I think that it is self-evident that the guilty plea when 
no man pursueth, and when a person is forthright and even despite 
having perhaps some pending matters either before an agency or 
perhaps a court, will still come forth and say, “I am here and 
ready, willing and able to address any questions that you might 
direct,” I want you to know that we commend you for that. Thank 
you very much. 

Ms. Ingels. Thank you. 

The Chairman. Ms. Page. 

STATEMENT OF MARJORIE K. PAGE, FORMER DIRECTOR, 
SILVERADO BANKING 

Ms. Page. My name is Maijorie Page. I am an Arapahoe County 
clerk and recorder in Colorado. I have been clerk and recorder 
since 1956. 
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I have been on the board of directors of the various associations 
affiliated with Silverado. I was nominated to the board of Circle 
Savings and Loan Association by board member Mr. Ed Bemis in 
1966 . 

October 1, 1970, Circle Savings merged with Mile High Savings, 
and I was continued on the board. August 5, 1971, the name was 
changed to Mile High Circle Savings and Loan Association. In 1974, 
the name was changed again to Mile High Savings and Loan. June 
1976 , James Metz obtained control of Mile High Savings. October 
30 , 1979, the Colorado Banking Commission approved a request to 
move the Mile High headquarters to Denver. March 6, 1980, the 
name was changed to Silverado Savings and Loan, and in 1982 it 
was changed to Silverado Banking Savings and Loan. Of course, in 
December 1988, the Federal regulators seized Silverado. 

I am here voluntarily without an attorney and I will try to 
answer the questions to the best of my ability, but I would like to 
reserve the right to talk to some of the other attorneys if I need to 
or call my attorney. 

Thank you. 

The Chairman. Thank you, Mrs. Page. 

I did say that we do have a double responsibility and that is not 
only to extract from the witnesses full responsibility for testimony, 
proffering good will, but on our part, to defend the rights of the 
witnesses. 

The Chair is well aware that each one of you did not interimpose 
any conditions or provide the attorney to intercede, and therefore 
we want to make sure that we on our side do not abuse in any 
manner, shape or form. 

The Chairman. Mr. Vitkus. 

STATEMENT OF RICHARD F. VITKUS, FORMER DIRECTOR, 
SILVERADO BANKING 

Mr. Vitkus. Yes. 

Mr. Chairman and Members of the committee, my name is Rich- 
ard Vitkus. I live in West Hartford, CT. I am an attorney. I prac- 
ticed law for 12 years in Chicago with a major law firm and was a 
partner in the firm. Thereafter, I became general counsel at Bea- 
trice Foods Company in Chicago, and was employed at Beatrice for 
approximately 8 years. Subsequent to that, I became general coun- 
sel at Emhart Corporation in Farmington, CT. 

I became a director of Silverado in 1983 basically at the request 
■f my then employer, Beatrice, and Mike Wise, and continued as a 
tirector through December 1988. 

I also am here voluntarily in response to your nice letter, and 
^11 try to answer your questions, although I have not really had 
access to the substantial number of documents and letters that 

mst. 

The Chairman. Thank you very much. 

Mr. Bush. Mr. Chairman, do you mind if I make an addition to 
w earlier comments? 

The Chairman. We recognize you. 
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Mr. Bush. I am also here voluntarily. I tried to make a deal with 
my mother that maybe we could trade places and I would go to 
Wellesley. Just kidding. I thought 1 would throw that in. 

The Chairman. Well, she would make a good defense counsel. 

Mr. Bush. She offered to be here. 

The Chairman. The question I have, one or two — in July 1987, 
regulators at Topeka Bank forwarded the results of the most recent 
examination to the board of directors. The examination highlighted 
many problems and urged the board to bring a prompt review. The 
areas they identified included conflicts of interest in self-dealing, 
excessive compensation, preferential loans to officers, excessive 
loan concentration and severely inefficient appraisals. 

As members of the board of directors, of course, you are in what 
the lawyer calls a fiduciary relationship or responsibility to act in 
the best interests of the institution. 

I wonder if each or any of you could please tell the committee 
how you responded to the examination report? 

Mr. Vitkus. I will begin. 

The Chairman. Mr. Vitkus. 

Mr. Vitkus. Of course, the report was taken very seriously by me 
and the other board members. It was a report that did not come 
out of the blue in the sense that they were involved in an institu- 
tion at a time that was difficult and complicated. Many of the ele- 
ments of the report were not a surprise to us. They covered sub- 
jects that we and management had been dealing with for sometime 
and had been dealing with the regulators on for sometime. 

There were other elements of the report that were somewhat 
surprising, but it was certainly taken very seriously, it generated 
an acceleration of work and effort on the part of everybody, man- 
agement and the board. It triggered an increasing number of meet- 
ings with the regulators and communications with the regulators 
by management, more frequent meetings with the directors, and 
ultimately a response was prepared at the direction of the directors 
but with the assistance of management to that report, which re- 
sponse was submitted sometime later. 

So I guess the short answer is, that report accelerated what was 
already a very complex, difficult and hard-working group of people 
to work harder. 

Mr. Bush. I would add to that that when there was supervisory 
action taken that resulted from these lengthy discussions with the 
board in March and also from the results of the report that was 
issued in July, I think you said, when there was supervisory ac- 
tions taken, the regulators yesterday testified properly, so that Sil- 
verado stayed within compliance of any kind of supervisory actions, 
so the board was concerned. 

We had lengthy discussions and we reviewed every detail of 
every concern that the regulators put forth. Management had an 
appropriate response for the concerns that were put forth, and 
once there was an agreement reached by the board and the regula- 
tors, we stayed within the bounds of that agreement. 

So I think we acted responsibly. I would reiterate one thing Mr. 
Vitkus has said; we weren’t under any pretense at all that this in- 
stitution was the healthiest of institutions. The Colorado real 
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estate market, which is where the heaviest concentration of this 
high concentration of real estates was based, was on the way down. 

So we were facing a difficult circumstance. We knew it and I was 
happy to hear the regulators yesterday confirm that Silverado 
worked cooperatively with the regulators when there was a super- 
visory arrangement that was negotiated and agreed to by the 
board. 

Mr. Bunchman. The only addition I would add to that is that 
that examination report soon was followed by the operating agree- 
ment that the Federal Home Loan Bank Board of Topeka asked 
the board to enter into, and we did so. I would concur pretty much 
with everything else Mr. Vitkus has said, and Mr. Bush. 

Ms. Oakar. Can’t hear you. 

Mr. Bunchman. Did you hear about the operating agreement? 
The operating agreement was a result of that examination report 
that I believe the board signed and recommended that manage- 
ment sign in August 1987 which limited — which restricted our real 
estate transactions per Topeka’s agreements. 

The Chairman. Do you have any comment? 

Ms. Ingels. No, Mr. Chairman, what I would say would be re- 
dundant of those who speak before me, except to say that at that 
point in time we were aware that the real estate market in Colora- 
do was in a free fall. Prior to that time we had believed, as I be- 
lieve regulators had believed, auditors had believed, that perhaps 
the market would stabilize or that we would again see an upturn 
in the market because we had seen a decrease in interest rates. 

I think the recognition was keen at that point in time, and as we 
said, we worked sincerely and industriously with management and 
the regulators to enter into an operating agreement which I believe 
was effected in October. 

From that point on we had inside counsel, an attorney whose pri- 
mary job was to see that we were in compliance with that agree- 
ment at all time and that there was total communication with the 
regulators as it related to our compliance; and any questions that 
came up that we had to make decisions on were referred to them 
for counsel. 

The Chairman. Ms. Page. 

Ms. Page. I would like to concur with the remarks of the other 
board members. However, in my position as clerk and recorder, I 
could see coming on for quite some time the depressed real estate 
market. We record all the documents in our office, and it wasn't 
loans that were a problem. The real estate market completely went 
down, and I feel that that was a big factor in some of the problem. 

The Chairman. Did you have anything additional, Mr. Bush? 

My second question is really directed to Mr. Bush, and the 
reason for that is that of course we — we heard testimony yesterday 
and other speculations. There has been much discussion of your 
business relationship with Kenneth Good and Bill Walters while 
you served on the board of Silverado. Out of fairness you should be 
given an opportunity to explain those relationships to the commit- 
tee. 

The allegations before the committee suggest, one, that you did 
not disclose in all cases your relationship with these gentlemen on 
required conflict of interest forms; two, that you voted on loans for 
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Bill Walters and actively lobbied your members for lines of credit 
for Kenneth Good while the gentleman maintained substantial 
business relationships with you and JNB; in a major restructuring 
of Kenneth Good’s multimillion dollar indebtedness, you remained 
silent about the facts that may have had a major impact on the 
Silverado board’s decision. 

With the indulgence of the committee, I would like to give you 
ample time to respond to these allegations and to present your ver- 
sion of these business and director relationships, and in your judg- 
ment, address them. 

Mr. Bush. Well, first of all, I would like to just correct one thing 
that I heard you say in the premise of your question, and that is 
that you made a reference to JNB’s, Mr. Good and Mr. Walters. 
The fact is that these individuals were real estate developers and 
were not principals in the sense that I gather from your question 
in JNB. 

And I would like to respond to some of the questions, and I 
would like to first of all say that I appreciate your fairness yester- 
day, because I had been told by others who were listening on my 
benalf that there was a discussion with regards to the three areas 
of concern that you raised and that you raised yesterday. 

Let me start in with the one, the proposed line of credit, because 
that might be fresh on your mind. In 1986 JNB International, Inc., 
through a consortia with Good International, Inc., was qualified to 
do business in Argentina. When I say qualified to do business I 
mean qualified to bid for a concession in Argentina. In that case 
JNB International, Inc. was to provide the technical expertise and 
background, which was one half the qualifications process, and 
Good International, Inc., a partner in a consortium, not a silent 
partnership as described by Mr. Hershkowitz yesterday, was to pro- 
vide the financial qualifications and strengths. 

So Mr. Good, who was the principal of Good International, Inc., 
had asked me to help in gathering documents including letters of 
reference from large banks, including Citibank and Bank of Boston 
and other large and very credible institutions, and also as part of it 
he wanted me to gather for him — or get for him a proposed line of 
credit or letter of credit, which he could have done at any bank but 
he chose to do through Silverado. 

That line of credit was never intended to be a funding vehicle for 
any activities of this consortium. The sole purpose of it was dis- 
closed properly to the board, and that is evidenced by a memo from 
Russ Murray, who was in charge of underwriting for Silverado, 
prepared for the board and the board reviewed after the invest- 
ment committee did in November 1986. But the sole purpose of 
that was to be submitted, if necessary, to the government of Argen- 
tina as evidence of Ken Good’s ability to come up with the f unding 
to be qualified for funding. 

It turns out that we didn’t even use the proposed line of credit. It 
turns out that the line of credit which was never to be funded was 
never funded. That there were no agreements that were made. 

So yesterday in your questioning I appreciate that you kin d of 
got to the bottom of that. But I wanted to hit that one first. 

Second, people have raised the question, why did you vote on Bill 
Walters matters. Why didn’t you fill out forms that were to dis- 
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close apparent conflicts of interest? The fact is that there was no 
conflict of interest. I didn’t have any financial interest or any in- 
terest otherwise in any of Bill Walters’ businesses. I want to reem- 
phasize that. I didn’t have any interest, financial or otherwise, in 
Bill Walters’ or Ken Good’s business. 

So there wasn’t a conflict of interest. So that there wasn’t any 
obligation to fill out the form. 

I will point out that I did make a disclosure in 1985 before join- 
ing the board, and you may have letters referencing this. I did dis- 
close the relationship between Ken Good and Bill Walters and 
myself, and the lawyers that looked into it at the time said there 
was no legal conflict of interest. So when, with regards to voting 
for Bill Walters matters, there was no conflict of interest. It 
wouldn’t have made a difference whether I voted or not in those 
cases. 

I might point out that as directors we look at a lot of information 
in reviewing deals that were put before us. The staff of Silverado, 
and this was confirmed yesterday in testimony by the regulators, 
did a good job in underwriting the deals, particularly the deals in- 
volved with regards to Bill Walters. So after they did that review 
they went to the investment committee, the investment committee 
authorized them. 

The board met once a month. We met once a month only. We 
didn't run the institution. We handled our responsibility I thought 
well. But we met once a month and after considerable discussion 
and after considerable review we voted; and in the case with Wal- 
ters, I believe that the votes were unanimous. So I am not sure it 
would have made a difference. 

On the third issue — and these are complicated. The third issue 
was whether I should have disclosed a restructuring of my relation- 
ship in 1986 when Ken Good allegedly — this is another piece of 
misinformation that I need to correct, and I am happy to do — 
where he allegedly was going to be putting $3.0 million in my oil 
business at the same time Silverado was considering a modification 
of a loan where they were going to let him off of personal liability 
and so forth. 

Well, I did make a disclosure of my relationship with Ken Good 
as reflected in the Russell Murray memo with regards to the line 
of credit. Furthermore, the restructuring had absolutely nothing to 
do with any kind of modification. The restructuring took place in 
September 1986. The purpose of the restructuring was to allow Ken 
Good to have a larger interest in the oil business, JNB Exploration 
Company so they could eventually consolidate those interests with 
Gulfstream, his real estate land development company in Florida. 

So my purpose in knowing that the optional payment, not obliga- 
tion, not obligatory but optional payment that he had to make 
through his commitment in JNB, my hope was that we were going 
to do it through Gulfstream and everything would be funded prop- 
erly. So I had a totally different purpose in reviewing the Ken 
Good modification. They were looking to Ken Good personally. I 
knew, Silverado knew, the underwriters understood, and discussion 
at the time made it very clear that Ken Good was personally tied 
by negative covenants against some of the real estate activities in 
the Gulfstream property. 
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So I didn’t hear anything that was discrediting at the time with 
the Ken Good modification matter which would have been relevant 
to the consideration of the board. 

So on all three counts, I would simply say they are frivolous and 
the fact that they are being pursued is baffling to me. 

The Chairman. I think that your initial explanation was a key 
there. When you pointed out that my initial statement, there has 
been much discussion on the business relationship with JNB, Ken 
Good and Bill Walters while you served on the board of Silverado. 
And you explained that in effect that there was inadequate or im- 
proper description of the relationship. That is what I understand. 

Mr. Bush. I explained that they were not principals of JNB. 
Right. The way you described them was as if they were running 
JNB or involved in the day-to-day activities. Bill Walters was a 
limited partner. He had a 6.25 percent limited partner which he 
had acquired years before. He had no involvement in the day-to- 
day activities or anything like that. 

So I appreciate your making the distinction. Thank you. 

The Chairman. Mr. Wylie. 

Mr. Wylie. Thank you very much, Mr. Chairman. 

Yesterday I asked Brian McCormally of the Topeka Office of Su- 
pervision if political interference had slowed down the closing of 
Silverado, and he said absolutely not. Let me ask you. 

Did you attempt at any time to slow down the closing of Silver- 
ado? 

Mr. Bush. Never. 

Mr. Wylie. Did you make any calls? 

Mr. Bush. No. Before I joined the board, in discussions with Mr. 
Wise I made it very clear that if he expected me to be on the board 
for political influence or lobbying or anything other than what the 
normal responsibilities would be, he could forget it. He never once 
asked me, nor would I have intervened, and I didn’t intervene on 
behalf of Silverado with the regulators or with the Congress or in 
any way. 

Mr. Wylie. Mr. Vitkus, what was the director’s fee for serving on 
the Silverado board? 

Mr. Vitkus. I believe there was an annual fee, which changed 
over the years, which was $8000 at one point, and it may have gone 
up to $9000. In addition there was a per meeting fee of $500 or 
$600, as I recall. I am not sure of the exact amount. 

Mr. Wylie. Five or $600 with a ceiling of $8- or $9,000? 

Mr. Vitkus. No, in addition with an annual stipend. 

Mr. Wylie. What was the compensation of the officers? 

Mr. Vitkus. At what point in time, Mr. Congressman? 

Mr. Wylie. In 1986. 

Mr. Vitkus. So 1986 was a year that pursuant to a bonus plan 
the senior management was paid an extremely large amount of 
money. I believe Mr. Wise had total compensation of in excess of a 
million dollars that year. The next two senior officers were close to 
a million dollars. 

Mr. Wylie. Who were those next two senior officers? 

Mr. Vitkus. Bob Lewis, the chief financial officer, and Ric Van- 
derpool. 
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Mr. Wylie. So they received somewhere in the neighborhood of a 
million dollars in compensation. 

Mr. Vitkus. Close to a million dollars, yes. 

Mr. Wylie. The directors received approximately $8000? 

Mr. Vitkus. Yes. 

Mr. Wylie. OK. 

Mr. Bush, did you ever use your position on the Silverado board 
for personal gain? 

Mr. Bush. Never. Except to the extent that I gained by receiving 
the board fee, but I didn’t have an ownership interest in Silverado, 
didn’t benefit directly or indirectly or in any other way by any- 
thing that took place at Silverado. 

Mr. Wylie. Why do you think you were asked to become a direc- 
tor? 

Mr. Bush. Well, I was in the oil and gas business at the time and 
still am, Mr. Kennedy’s family is also in that business, and Den- 
ver’s economy was rather dependent on the oil and gas economy. 
At the time they didn’t have anybody with that kind of experience 
on the board. 

The board also — and I don’t mean this out of disrespect — is kind 
of aging, two gentlemen who aren’t here today I have a great deal 
of respect for, Florian Barth and Lou Deagan, both very well re- 
spected businessmen who had been on the board for many years, 
had been in business and served on many boards and were highly 
regarded; and I think they wanted to dilute that a little bit with 
some young blood, so I was invited to join and to offer what I could 
from my unique vantage point in business. 

I think there might be some speculation that because I was a son 
of the vice president, which might be why you are smiling, that I 
was included, and perhaps that is true. I don’t want to be naive in 
saying that that might not have been a factor. But they never 
asked me to use influence in that regard. 

Mr. Wylie. Was Bill Walters a big borrower of Silverado before 
you got on board? 

Mr. Bush. My understanding is he was a substantial borrower. 
He had had deals with Silverado totaling millions, tens of millions 
of dollars before I joined the board, and for good reason. I had the 
impression — we had the impression that Bill Walters was one of 
the best and healthiest developers in Colorado at the time. 

In fact, the Denver papers, who are probably around here today, 
have represented that Bill Walters was the Donald Trump of 
Denver, and we wanted — I know Mr. Gonzalez might have an im- 
pression on that — but we wanted to do business with the very best, 
and Bill Walters at the time had very significant net worth, and in 
our view, my view in particular, was among the very best develop- 
ers and he did have a substantial relationship before I joined the 
board. 

Mr. Wylie. Thank you, Mr. Bush. 

The Chairman. The Chair will — thank you very much, Mr. 
Wylie. The Chair will ask the indulgence of Member and witnesses. 
I think we have 24 Members. I will ask the Clerk to call the role to 
establish that there are a sufficient number of Members present 
under the rules for the issuance of subpoenas. 

The Clerk. Chairman Gonzalez. 
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The Chairman. Present. 

The Clerk. Mr. Annunzio. 

Mr. Annunzio. Present. 

The Clerk. Mr. Fauntroy. 

[No response.] 

The Clerk. Mr. Neal of North Carolina. 
Mr. Neal of North Carolina. Here. 
The Clerk. Mr. Hubbard. 

[No response. 

The Clerk. Mr. LaFalce. 

Mr. LaFalce. Present. 

The Clerk. Ms. Oakar. 

Ms. Oakar. Here. 

The Clerk. Mr. Vento. 

Mr. Vento. Present. 

The Clerk. Mr. Barnard. 

[No response.] 

The Clerk. Mr. Schumer. 

Mr. Schumer. Here. 

The Clerk. Mr. Frank. 

Mr. Frank. Here. 

The Clerk. Mr. Lehman. 

[No response.] 

The Clerk. Mr. Morrison. 

[No response.] 

The Clerk. Ms. Kaptur. 

[No response.] 

The Clerk. Mr. Erdreich. 

Mr. Erdreich. Here. 

The Clerk. Mr. Carper. 

[No response.] 

The Clerk. Mr. Torres. 

Mr. Torres. Here. 

The Clerk. Mr. Kleczka. 

[No response.] 

The Clerk. Mr. Nelson. 

[No response.] 

The Clerk. Mr. Kanjorski. 

Mr. Kanjorski. Here. 

The Clerk. Mrs. Patterson. 

Mrs. Patterson. Here. 

The Clerk. Mr. Kennedy. 

Mr. Kennedy. Here. 

The Clerk. Mr. Flake. 

[No response.] 

The Clerk. Mr. Mfume. 

Mr. Mfume. Here. 

The Clerk. Mr. Price. 

[No response.] 

The Clerk. Ms. Pelosi. 

Ms. Pelosi. Present. 

The Clerk. Mr. McDermott. 

Mr. McDermott. Here. 

The Clerk. Mr. Hoagland. 
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Mr. Hoagland. Here. 

The Clerk. Mr. Neal of Massachusetts. 

Mr. Neal of Massachusetts . Here. 

The Clerk. Mr. Engel. 

Mr. Engel. Here. 

The Clerk. Mr. Wylie. 

Mr. Wylie. Here. 

The Clerk. Mr. Leach. 

Mr. Leach. Here. 

The Clerk. Mr. Shumway. 

[No response. 

The Clerk. Mr. Parris. 

Mr. Parris. Here. 

The Clerk. Mr. McCollum. 

[No response. 

The Clerk. Mrs. Roukema. 

Mrs. Roukema. Here. 

The Clerk. Mr. Bereuter. 

[No response.] 

The Clerk. Mr. Dreier. 

Mr. Dreier. Here. 

The Clerk. Mr. Hiler. 

Mr. Hiler. Here. 

The Clerk. Mr. Ridge. 

[No response.] 

The Clerk. Mr. Bartlett. 

Mr. Bartlett. Here. 

The Clerk. Mr. Roth. 

Mr. Roth. Here. 

The Clerk. Mr. McCandless. 

Mr. McCandless. Here. 

The Clerk. Mr. Saxton. 

[No response.] 

The Clerk. Ms. Saiki. 

[No response.] 

The Clerk. Mr. Bunning. 

[No response. 

The Clerk. Mr. Baker. 

[No response. 

The Clerk. Mr. Stearns. 

Mr. Stearns. Here. 

The Clerk. Mr. Gillmor. 

Mr. Gillmor. Here. 

The Clerk. Mr. Paxon. 

[No response.] 

The Clerk. Thirty Members present. 

The Chairman. Thirty Members present, a sufficient number 
under the Rules. 

The Chair will move that under the jurisdiction assigned to the 
committee under Rule 10 of the Rules of the House that the com- 
mittee authorize the chairman to issue subpoenas pursuant to Rule 
11 , clause 2(m) of the Rules of the House and Rule 5 of the Commit- 
toe Rules for the appearance of the persons named below for the 
purpose of providing testimony and documents relative and perti- 
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nent to the investigation of the closing of Silverado Bank, Savings 
and Loan Association, Denver, CO: 

Mr. Kermit Mowbray, Mr. Tommie D. Thompson, Mr. Michael R. 
Wise, Mr. Richard K. Vanderpool, Mr. Robert M. Lewis, Mr. W. 
James Metz, Mr. Florian Barth, Mr. Kenneth M. Good, Mr. John R. 
Sullivan, and Mr. Bill L. Walters. 

Mr. Wylie. Mr. Chairman. 

Mr. Wylie. Mr. Chairman, we have agreed that persons who 
were really at the epicenter of the thrift crisis, will be added to the 
subpoena list, Don Doxin of Vernon Savings, Eld McBemie of Sun- 
belt Savings, Tom Gaubert of Independence American, and David 
Paul from CenTrust. 

With that, I support your motion, Mr. Chairman. 

The Chairman. You heard the question. All in favor signify by 
saying aye. 

All opposed, no. 

The ayes have it and the Chair will act in accordance with the 
decision. 

At the time that Mr. Wylie was finishing, I believe Ms. Page — 
are you indicating you wanted to be heard? Oh, Ms. Ingels. 

Ms. Ingels. I was adding an addendum to Neil’s comment as he 
was speaking about one of the parties that Silverado did business i 
with, that being Mr. Bill Walters. The Bill Walters Companies, 
whose principal is Bill Walters, has been a preeminent developer in 
the Denver marketplace for well over 10 years. Walters was re- 
sponsible for development of both commercial and residential prop- , 
erties. 

Needless to say, before Silverado became associated with Mr. 
Walters as a borrower, he had elicited the support and credit lines j 
with Chase Manhattan, with Manufacturers Hanover, with Mellon , 
Bank, and various other Colorado institutions. I believe that Trav- 
elers Insurance was one of his major lenders. 

These institutions all provided excellent references and they pre- 
ceded us in their underwriting review of Mr. Walters. He contin- 
ued to be a leader of the Denver community, was president of the 
Denver Chamber of Commerce, very active and supportive of com- ; 
munity and civic endeavors, and indeed a citizen that I think all of ' 
us were proud to be associated with. 

The Chairman. Thank you very much. 

Mr. Annunzio. 

Mr. Annunzio. Mr. Bush, how much money did Walters and 
Good contribute to JNB and how much money did you contribute? 1 

I must tell you in advance that I have documentation from the 
Office of Thrift Supervision on the amount of money. ' 

Mr. Bush. Mr. Walters, in 1983, I believe it was— -January 1983 — 
participated as a limited partner to the extent of a 6.25 percent 
limited partnership and he earned that small interest in our part- i 
nership by investing a small amount for him, $150,000. I invested I i 
believe at the time, to capitalize JNB, $100, but my contribution to i 
the partnership — and surely you can understand how partnerships i 
work — I contributed sweat. I generated the deals. I was working it ; 
full time, so in exchange for my expertise in putting deals together ) 
along with two partners, a Ph.D. in geology and a highly respected j 
geo-physicist, we got an interest as well in the partnership. , 
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Mr. Good came in half a year later and invested $10,000 for his 
25 percent interest, and agreed at the time to be the funding part- 
ner of JNB Exploration Company. 

I might point out that because of the restructuring of our part- 
nership in 1986 where Ken Good agreed to retain the option to put 
up an additional $3 million, that from that point forward I ab- 
stained from voting on any Ken Good matters. No Ken Good mat- 
ters came before the entire board before that time, but in Decem- 
ber 1986, I abstained from voting on all Ken Good matters because 
I was a little uncomfortable with the relationship I had with him 
at the time. 

Mr. Annunzio. In November 1986, Good personally and through 
various entities owned and held a 33.75 percent interest in JNB. 

Mr. Bush. I’m sorry, I can’t hear you. 

Mr. Annunzio. He was both a general and limited partner in 
JNB. Do you want me to read that again? 

Mr. Bush. Yes, please. I didn’t hear the first part. 

Mr. Annunzio. The document of the Office of Thrift Supervision 
says, “In November 1986, Good personally and through various en- 
tities, owned and held a 33.75 percent interest in JNB, and was 
both a general and limited partner of JNB.” Do you still say that 
Walters and Good were not principals in JNB? 

Mr. Bush. Can I make a correction on your point? The correction 
would be that in September 1986, it was contemplated to be en- 
acted or implemented in 1987 that Ken Good would own a larger 
interest, an 80 percent interest. I have testified that the relation- 
ship changed substantially at that time, so, yes, I would say there 
was a significant difference between what happened before Septem- 
ber and then September 1986, and I abstained from voting on all 
matters that came before the Silverado board that related to Ken 
Good. 

I never talked to Ken Good about any of his transactions that 
came before the Silverado board. So it wasn't our relationship. 

Mr. Annunzio. Yesterday we heard a representative of the OTS 
say that while you were on the board of Silverado, you introduced 
or voted in favor of $106 million in loans to one of your business 
partners. What makes matters worse is that all of the loans are in 
default and the taxpayers stand to lose every cent of the money. 

I want to ask you some questions about what steps were taken by 
you and Silverado to prevent conflict of interest such as dealing 
with loans to one of your partners. 

On July 15, 1985, chairman of the board Michael Wise wrote to 
all members of the board about the possibility of you joining the 
board of Silverado. I will read you part of that letter. 

“We have been talking with Neil Bush about joining the board of 
directors of Silverado. You may know Neil as head of JNB Explora- 
tion and/or a son of Vice President George Bush, our attorneys 
have reviewed Neil’s business relationships. They are satisfied that 
his relationship would not create any legal conflicts of interest. For 
his part, Neil has agreed to abstain from any board consideration 
regarding Silverado’s relations with Mr. Walters or Mr. Good, and 
Neil has further agreed he will not participate in any board actions 
relating to Silverado’s preferred stock or preferred stockholders.” 
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Now, Mr. Bush, can you explain why you violated this agreement 
and got involved in handing out $106 million in loans to Mr. Wal- 
ters? Isn’t that a conflict of interest that you promised to avoid? 

Mr. Bush. First of all, there was no agreement. There was never 
an agreement. 

I saw that letter for the very first time in a deposition that was 
held between Christmas and New Years in 1989, just this past 3 
months when the Office of Thrift Supervision was pushing this 
case forward. So I don’t recall seeing a letter like that. 

If I had made an agreement not to vote on any issues that relate 
to preferred shareholders or to Bill Walters or to Ken Good, I clear- 
ly would have abided by that agreement. 

Let me point out, I was on the board in August, my first board 
meeting in 1985, apparently one month after this letter was distrib- 
uted to the board, and it is copied to me, which I don’t have in my 
files or recollection of receiving. In that first board meeting, I voted 
on a matter to vote for issuance of dividends to the preferred share- 
holders. Had there been an agreement a month prior to that vote, I 
can assure you I would not have voted. 

Second, there was no conflict of interest in my voting on Bill 
Walters matters. I didn’t have a personal or financial interest in 
any of Bill Walters’ businesses. So that when you get to the issue of 
$106 million, we as a board reviewed information, and I will tell 
you, it was very thorough documentation 

Mr. Annunzio. Wasn’t he a partner of yours? 

Mr. Bush. Mr. Walters? Yes, he was a passive limited partner. 

Mr. Annunzio. Call it what you want, he was still a partner? 

Mr. Bush. He was a partner in my business, but I wasn’t a part- 
ner in his business so there was no conflict. 

Mr. Annunzio. You are saying that Mr. Wise lied to the board 
and that you never agreed 

Mr. Bush. I am saying I didn’t see the letter, sir. 

Mr. Annunzio. Mr. Wise lied to the board. You never agreed to 
refrain from handling loans for Mr. Walters and Mr. Good. 

I want to make an observation before I close. What happens now 
if, Mr. Bush, when Mr. Walters appears before this committee, says 
that he discussed with you and you agreed to everything in this 
letter? One of you will be lying under oath and that is perjury that 
can lead to jail. 

Do you still insist that you never agreed to the conditions in the 
July 1985 letter which I have here? 

Mr. Bush. Yes, sir. I insist that and I would not have voted on 
any matters if I had made an agreement not to do so. 

Mr. Annunzio. My time is up. 

The Chairman. I believe the Chair will intervene by asking, I be- 
lieve you stated you are not aware of this letter? 

Mr. Bush. I wasn’t aware of it until 1989 during a deposition 
where it was presented to me by the Office of Thrift Supervision. 

The Chairman. I mean at the time you came aboard. 

Mr. Bush. I don’t remember seeing that. It was considered in 
July and I think it was voted on in August. 

The Chairman. I would like to offer for the record this letter and 
the date — Mr. Wise offered it, because I think it is self-evident that 
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the letter is indicating that they are inviting you to become a 
member of the board. 

Mr. Bush. It is also evident that they looked into the issue of 
conflicts and found that there were no conflicts. It is also evident I 
guess if you assume that letter was distributed to the board, that 
there was a full disclosure at the time of my relationship with Bill 
Walters and Ken Good. 

The Chairman. My point is that it can be inferred that there 
would be no reason unless evidence to the contrary is shown some- 
where that a letter prepared by Mr. Wise prior to you accepting 
the offer, would not necessarily indicate that you were agreeing to 
anything. 

What I am trying to say — I think that at this time perhaps we 
ought to get a copy of this letter and provide it to Mr. Bush. 
Though he has seen it, in the OTS proceedings. I think it is only 
fair that we present the witness with an opportunity to refresh his 
memory. 

Mr. Annunzio. I ask unanimous consent that I be given the op- 
portunity to read the letter dated July 15, 1985, into the record. 

The Chairman. There is no objection. 

[The letter referred to can be found in the appendix.] 

Mr. Annunzio. “At the behest of the preferred stockholders, we 
have been talking with Neil Bush about joining the Board of Sil- 
verado. You may know Neil as the head of JNB Exploration, or as 
the son of President George Bush. 

“We believe Neil would be an asset to our board, and both he 
and Silverado are interested in pursuing the relationship. We have 
learned his business interest includes business associations with 
Bill Walters and Kenneth Good, both of whom, like you, are hold- 
ers of preferred stock in Silverado. 

“Although none of the holders of preferred stock are eligible to 
elect members of the board, we are sensitive to the appearance cre- 
ated by these business relationships. 

“Our attorneys have reviewed Neil’s business relationship and 
are satisfied that his relationship would not create any legal con- 
flict of interest for his part. Neil has agreed to abstain from any 
ward consideration regarding Silverado’s relationship with Mr. 
Walters or Mr. Good, and has agreed he will not participate in any 
board actions relating to Silverado’s preferred stocks or preferred 
stockholders. 

“Before proceeding with what I believe can be a valuable rela- 
tionship for Silverado, I want you to have an opportunity to com- 
ment. Should you have questions or comments or wish to discuss 
the matter further, please call me at 758-3736. Thank you for your 
continued support of and interest in Silverado. Sincerely, Michael 
Wise.” 

The Chairman. Without objection, it will be presented to the 
record as read. I think it is self-explanatory. 

Mr. Leach. 

Mr. Leach. Mr. Chairman, I have no questions. 

The Chairman. Mr. Neal. 

Mr. Neal of North Carolina. Thank you, Mr. Chairman. 

Mr. Bush, I am trying to understand this. Here are the facts that 
I am presented with, and I may not be understanding them clearly. 
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and I would just like to ask you to clear them up, if you would. You 
were not an investor in Mr. Walter’s companies, but he was an in- 
vestor in your companies? 

Mr. Bush. That is correct, in 1983. 

Mr. Neal of North Carolina. He was the controlling sharehold- 
er in a bank that loaned you $1.75 million? 

Mr. Bush. At the time that was the most that he had loaned, but 
yes, sir, he was the principal of the bank. The loans were to JNB 
Exploration Co., not to me personally. I might point out that I 
never viewed Mr. Walters as being the owner of the bank, because 
I never dealt with Mr. Walters with regard to the Cherry Creek 
National Bank. 

I always worked with a fellow named Tim Webster and later Bill 
Gillespie there. To my knowledge, Mr. Walters wasn’t involved in 
the day-to-day operations of that bank. He was a real estate owner. 

But I am pretty sure he was the owner of the bank. 

Mr. Neal of North Carolina. I think that is the point, that in 
this set of facts lies the potential for a conflict of interest, that he 
is a major stockholder in your company, he is a major lender to 
you and for that reason, that you would be inclined to be friendly 
to him and then approve a lot of loans, loans totaling over $106 
million which are now non-performing loans and for which the tax- 
payers are going to have to pick up the tab. 

Mr. Bush. I would like to put that in perspective. 

Mr. Neal of North Carolina. That is what I am asking, be- 
cause that is the story that we are presented with. 

Mr. Bush. Walters was not a major stockholder. He owned a 6.25 ' 

percent limited partnership interest in JNB Exploration. The bank 
he owned did not loan money to me but to JNB Exploration. The : 
entire board, and I understand that was the purpose for our being 
here is to describe the role of the board, was presented with a very 
thorough documentation on each deal, deal by deal, that was un- 
derwritten by a staff that was very able and recommended by man- I 
agement after going through an investment committee and an ex- 
ecutive committee proceeding. 

So, when we looked at each deal, deal by deal, and discussed i 
those deals with management in the board room, we came to the 
conclusion that those deals were in the best interest of Silverado, 
so we voted on those deals. There is absolutely no conflict with my 
having voted, but I didn’t lead the charge, as you may suggest, in 
securing these loans for Mr. Walters. 

I am not sure if I am reading that in some of your questioning, 
maybe I shouldn’t read too much. 

Mr. Neal of North Carolina. I don’t mean to suggest anything. 

Mr. Bush. The entire board reviewed those deals, and voted on 
those deals, and in the cases of Bill Walters, the entire board voted 
simultaneously and unanimously after a lot of discussion and con- 
sternation in reviewing the benefits versus the risks. 

Mr. Neal of North Carolina. May I ask you to do this also, be- 
cause there is one other allegation that is presented here that 
maybe you could respond to, and that is that Mr. Good, who has 
been mentioned here earlier, loaned you $100,000, which you have 
not repaid, and that you approved loans to Mr. Good. 
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Mr. Bush. The loan was forgiven. You have to understand Mr. 
Good. This was in 1984, and Mr. Good was doing very well. He was 
worth tens of millions of dollars, and he enjoyed having people that 
he worked with participate in ventures with him, so what he did 
was loan me $100,000 which he maintained 100 percent control 
over, full discretion over, invested in a very high-risk pool, a com- 
modities deal, I believe, and he was meant to have that loan repaid 
out of the success of his investment. 

I know it sounds a little fishy, but I have heard this happened 
before, the loan was never meant to be repaid in the case there was 
no success. There was no success, so the loan was forgiven. 

I also never voted on any Ken Good transaction, so I am not sure 
where you are leading with that. 

Mr. Neai. of North Carolina. I don't know, either. We are just 
presented with these facts or what appear to be facts, and where 
that leads I am trying to understand, and I don’t. But anyway, you 
are saying that even though Mr. Good is an investor in your com- 
pany, and the loan was forgiven, nothing should be read into that? 

Mr. Bush. I tun saying there was no conflict. 

Mr. Neal of North Carolina. I am told my time has expired, 
and I thank you. 

The Chairman. Mr. Neal, if you would yield just a minute there? 

Mr. Neal of North Carolina. Yes, sir. 

The Chairman. I think the time here is critical. Was this loan in 
1984? 

Mr. Bush. It was before I joined the board. 

The Chairman. Before you joined the board. I think that ought 
to be emphasized. 

Mr. Bush. It was granted before I joined the board, and the 
money was invested and lost, and in all respects except for a can- 
cellation, it was forgiven back then. Thank you. 

Mr. Neal of North Carolina. Mr. Chairman 

The Chairman. Yes. We have a few minutes. 

Mr. Neal of North Carolina. When was the loan forgiven? 

Mr. Bush. It was cancelled in 1990, but it was never intended to 
be paid back except only from the success of the investment. So, as 
a practical matter, it was forgiven the day the investment was un- 
successful. 

Mr. Neal of North Carolina. There is a question about disclo- 
sure. Was it disclosed? 

Mr. Bush. The forgiveness was disclosed in 1990, sure. It is dis- 
closed in the 

Mr. Neal of North Carolina. Weis the loan disclosed originally? 

Mr. Bush. To the board. No, I am not sure that it was. I don’t 
think it was. 

Mr. Neal of North Carolina. Thank you. 

Mr. Bush. Nor would it have made a difference. 

The Chairman. Let’s go back to the question I raised. You 
weren’t on the board at the time. 

Mr. Bush. I wasn't on the board at the time, Mr. Need. 

The Chairman. I think it is important that we understand that, 
otherwise you are going to face a complicated picture here. 

Mr. Bush. Thank you, Congressman Gonzalez, I appreciate it. 
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The Chairman. We will stand in recess for 10 minutes to afford 
the Members a chance to record their votes. 

[Recess.] 

The Chairman. The committee will please come to order. 

Mr. Wylie. Mr. Chairman. 

The Chairman. First, let me remind the photographers’ corps 
here, if you could step to one side instead of directly in front. 

Mr. Wylie. 

Mr. Wylie. Mr. Chairman, if you would yield to me, I would like 
to ask a question maybe to clarify the status of this letter which 
was testified to here on July 5, 1985, and my question would be, 
Mr. Vitkus, you heard the testimony about the letter which was 
sent to preferred stockholders. 

Were you aware of the existence of this letter? 

Mr. Vitkus. Congressman, I don’t have a recollection today of 
having seen this letter. 

Mr. Wylie. You haven’t seen it before today? 

Mr. Vitkus. I just can’t remember. 

Mr. Wylie. Mr. Bunchman. 

Mr. Bunchman. No, sir, I don’t recall seeing this letter before. 

Mr. Wylie. The point I would make is that apparently, there was 
not wide dissemination of this letter, and the fact that Mr. Bush 
didn’t know about it probably is not surprising under the circum- 
stances. 

The Chairman. The letter was written in anticipation of the ac- 
ceptance on the part of Mr. Bush to become a member of the board. 
One important thing here is if I remember correctly, the letter was 
addressed to the preferred stockholders, so that unless you were in 
that category, you wouldn’t have received the letter. 

It was to the preferred stockholders, and in the letter, Mr. Wise 
himself says, “Even though you have no responsibility and no 
power to decide on the issue of membership, I am referring this to 
you,” and it was to the preferred stockholders, if I remember cor- 
rectly. 

So, I think these distinctions are important, because otherwise 
we can raise issues that can be clouding rather than enlightening 
with respect to the issue. 

Mr. Wylie. I think the other point should be made right now. I 
just learned that there was an attorney for the board present at 
these meetings, and that attorney probably should have indicated 
that there might be some conflict of interest or that this letter was 
in existence if he, in fact, knew it, but I think the point should be 
made that there was an attorney present at that time. 

Mr. Bush. In addition, Congressman Wylie, I believe Mike Wise 
was present at the first August meeting, where there was an issue 
voted on that related to the preferred stockholders, so not only 
were the lawyers there; the directors were there, Mike Wise was 
there, and nobody including myself had recollection of an agree- 
ment that was apparently reached just a month prior. 

I appreciate your letting us straighten the record out. 

Mr. Wylie. I thought it was important to set the record straight, 
Mr. Chairman, and I thank you very much for the opportunity. 

The Chairman. I believe we were on the point of recognizing Mr. 
Parris. 
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Mr. Parris. Thank you, Mr. Chairman. 

Maybe this letter was not distributed widely to the members of 
the Board of Directors of Silverado, but it was to us. We all have 
copies of it. The important point is that it says, his — meaning Mr. 
Bush’s— relationships would not create any conflicts of interest. 

So, what is the big deal about the letter? I would like, Mr. Chair- 
man, to return to the comments made by Mr. Bush before the 
break, and pursue it in my limited time. 

My questions go to the Board of Directors process. Some of us 
have served in a similar capacity, and I am among them on feder- 
ally insured institutions. I think most of these questions can be an- 
swered yes or no. Correct me if I am in error in these comments. 
You were generally provided with volumes of material in many in- 
stances, most meetings, 5 days or so before the Board of Directors 
meetings. 

Is that correct? 

Mr. Bush. Yes, sir. 

Mr. Parris. The Board of Directors consisted of how many 
people? 

Ms. Ingei£. Ten. 

Mr. Parris. How many were generally there in the average 
meeting? 

Ms. Ingels. Ten. 

Mr. Bush. We had full attendance at just about every meeting. 
Mr. Parris. I have no interest in personnel, other overhead. I 
want to talk about extension of credit. You would go into a meeting 
and sit around a big table. The executive committee and the invest- 
ment committee had already reviewed all of this, and they had this 
material that you had been furnished laid out, most of the salient 
aspects of the proposed line of credit. 

You would go through a report on various loans, one after the 
other, bing, bing, bing. 

Mr. Bush. Yes, sir. 

Mr. Parris. Was a vote taken on each loan? 

Mr. Bush. It depended. They were looked at separately, yes, sir. 

Mr. Parris. But after each deal 

Mr. Bush. Was discussed. 

Mr. Parris. The merits, questions were asked by individual mem- 
bers. 

Mr. Bush. There are cases, Congressman Parris, where the Board 
'ould review the massive amount of information where there 
*ould be extensive discussion, and there the deal would be or the 
'an transaction wouldn’t be considered in that board meeting. 

It would be sent back for renegotiation or there would be lots of 
■ases where loan considerations didn’t even make it to the board 
-•el. 

Mr. Parris. The rates not nigh enough or the percentage of cash 
■'vestment is not adequate, or that part of town is going downhill 
'^tead of up. 

Mr. Bush. Exactly. 

Mr. Parris. It took place all the time? 

Mr. Bush. Yes, sir. 

Mr. Parris. Was there a dollar limit in the amount of loans con- 
iered by the board? 
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Mr. Bush. Until the summer of 1986, the large — the loan trans- 
actions didn’t come before the entire board. They were handled 
through the Executive Committee, the Investment Committee, and 
by underwriting of staff. And then, my recollection is that there 
wasn’t a limit on transactions — was there? 

Mr. Bunchman. We did have regulatory limits. 

Mr. Parris. No, I am talking about on the matters presented to 
the members of the board. You got them all. The big deals and all 
of them. 

Mr. Bush. After June 1986, we got them all. 

Mr. Parris. You obviously at various times asked different ques- 
tions. We have just gone through that, about the extent of the 
credit and who the borrower is, and where the guarantee is coming 
from, things of that nature, right, general discussion? 

Mr. Bush. Yes. 

Mr. Parris. Wasn’t that mostly perfunctory in most cases? 
Wasn’t most of that information already given to you by the man- 
agement, and you knew most, if not all, of the salient aspects of the 
loan? 

Mr. Vitkus. Let me respond to that. Congressman. It was not 
perfunctory, and they were not bing, bing, bing. 

Mr. Parris. I am not talking about lack of due diligence, I am 
talking about they get pretty similar after a while, don’t they, Mr. 
Vitkus? 

Mr. Vitkus. No, I would say that each one is really taken on its 
merits and looked at individually and independently, because they 
were significant amounts of money. There were important to the 
company, each loan was important to the company. 

Mr. Parris. My time is fleeing. Let me take you to the bottom 
line, OK? What would you guess would be the percentage of the 
loans that were approved at the average board meeting, of those 
that were presented for decision? 

Mr. Vitkus. I think with rare instances they were all approved. 
The ones that actually got to a vote at a board meeting. 

Mr. Parris. Almost never after they go through the review proc- 
ess of the loan committee, and the management recommendations 
and things like that, they are very seldom turned down, are they 
not? 

Mr. Vitkus. That is correct. 

Mr. Parris. Aren’t most of them done on unanimous vote? 

Mr. Vitkus. Yes, sir. 

Mr. Parris. Does that surprise any of you? 

Mr. Bush. No, sir. 

Mr. Parris. The suggestion was made yesterday by Mr. McCor- 
mally sitting in a seat at that table that the “board did little 
beyond rubber-stamping the activities of its sophisticated, bright 
and manipulative management team.” 

Would you agree with that characterization? 

Mr. Bush. No. 

Mr. Vitkus. No. 

Mr. Parris. Did you all know what you were doing? 

Mr. Vitkus. Yes, sir. 

Mr. Bush. Yes, sir. 
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Mr. Parris. People do that in every financial institution in the 
country, don’t they, every day? What is different about this other 
than Silverado went down the tube for $2 billion or whatever it is? 
Four years ago, the loans were made, 2 years ago they are out of 
business. Now, aside from that, is there any difference here? 

Mr. Bush. Well, I would like to point out that in the report you 
are holding and referring to, that the regulators appropriately 
point out that this board, which includes the five of us, plus others 
who aren’t here, was actually better qualified than most boards 
they are familiar with. So, I am not — I think your point is well- 
taken that after a thorough discussion and after, you know, exten- 
sive consideration of each transaction, transaction-by-transaction, 
that we generally unanimously consented, and that was to be ex- 
pected. 

That was the norm, and that is the way institutions, I am sure, 
work. 

Mr. Parris. And you did know that there were bad loans that 
were applied for that were applied for that were filtered out by the 
management committee, by the loan committee and others before 
they got to you? 

Mr. Bush. I knew of one case which I think is important in some 
of this other discussion, where Gulfstream, which is the company 
Ken Good controlled in Florida, had invited Silverado to invest in 
preferred stock of Gulfstream. 

The management team and staff from Silverado, in a very thor- 
ough underwriting, reviewed that investigation and came back to 
the board with a conclusion that they didn’t think it was an appro- 
priate investment, so we didn’t even discuss it. 

Mr. Parris. That was pointed out to you, ladies and gentlemen, 
from time to time by management that we had this application and 
rejected it for various reasons? 

Mr. Bush. Yes, sir. 

Mr. Parris. I would like to ask unanimous consent to insert in 
the record some lists of loans in that category that establishes the 
veracity of what was just testified to. 

The Chairman. Any objection to the request? Hearing none, it is 
so ordered. 

[The information referred to can be found in the appendix.] 

Mr. Parris. Yesterday, the auditors said the witnesses from the 
Toledo Home Loan Bank Board said the new auditors, meaning the 
auditors — Topeka, I am sorry — what did I say, San Antonio? 

The Chairman. You said Toledo. 

Mr. Parris. I meant to say San Antonio, Mr. Chairman, I mis- 
spoke. The new auditors that were obtained by the management, 
quote — this is a quote from yesterday, “appear to have been taken 
10 by the creative talents of the management team which resulted 
in their certification of a financial picture of Silverado that was far 
from accurate.” 

Do you agree with that characterization? 

Ms. Ingels. No. 

Mr. Parris. Did you have any reason to believe that the auditors 
hired instead of Ernst & Whinney, or whatever, were incompetent 
w not dedicated to the accuracy? 

Ms. Ingrls. Their credentials were excellent. 
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Mr. Parris. They have been and are now a very prominent firm? 

Ms. Ingels. That is correct. 

Mr. Parris. Ever any indication that the material given to you 
was not what it was purported to be in terms of accuracy and com- 
plete and thorough — or whatever? 

Mr. Vitkus. No, sir. 

Mr. Parris. My time has expired, Mr. Chairman. Thank you very 
much. 

The Chairman. Ms. Oakar. 

Ms. Oakar. Thank you, Mr. Chairman. 

Let me just quickly ask if you haven’t received a copy of this 
handbook; are you familiar with the Handbook of Foreign Boards 
of Directors? Did you get a copy when you became members of the 
board by the regulators? Anyone who didn’t get a copy of that? Did 
you read it? 

Mr. Bush. Can you refresh our memory by holding it up? 

Ms. Oakar. I don’t have it with me. But were there any guide- 
lines ever given to any of you? 

Ms. Ingels. Absolutely. 

Mr. Bush. Yes. 

Ms. Oakar. Can you tell me what the guidelines might have 
been? 

Ms. Ingels. Certainly. I think we were all extraordinarily aware 
of our fiduciary responsibility to the company, its shareholders. I 
think that we recognized that we were to first line of defense to 
protect the company. I think we all realized that we had the re- 
sponsibility of duty and care. 

I think that we totally recognized that we had the responsibility 
of legal and regulatory compliance. I think we totally recognized 
and accepted the responsibility of overseeing management. 

I think we recognized and lived up to our responsibility to attend 
all meetings, to be diligent. 

Ms. Oakar. Do you think that the responsibilities outlined were 
carried out? 

Ms. Ingels. Yes, ma’am. 

Ms. Oakar. On page 49 of the report that was given yesterday by 
the OTS, and their testimony, they indicated this is going to cost 
taxpayers about $1 billion, according to the senior staff members. 
It says Silverado suffered from insider abuse and the existence of 
conflicts of interest involving some of its directors. 

The insider abuse at Silverado generally fell into four categories: 
A, preferential terms on residential loans to senior officers; B, ex- 
cessive compensation of senior officers; C, abusive funding of loans 
to directors in circumvention of applicable regulations; and, D, 
breaches of fiduciary duties and unsafe and unsound practices by 
members of the Board of Directors. 

Since they have made that accusation of some of you, they don’t 
delineate on the page I have who they are talking about. Do you 
agree with that estimation on their part? 

Ms. Page, let me ask you first and go down the line. 

Ms. Page. No, I don’t believe that. I certainly personally didn’t 
have any excessive loans or anything like that. Early on, in June, 
1981, I did borrow $5,000 to pay off some remodeling in my house, 
but I paid it off immediately and with interest and principal. 
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So, I don’t feel that I was treated differently. I would have bor- 
rowed it from any bank. 

Ms. Oakar. It is not just your own personal loans, but anybody 
else’s loans that you may have had any relationship with. They 
talk about insider, that is the theme of a lot of this report. I think 
you ought to have an opportunity to 

Ms. Page. I would defer that answer to some of the rest. 

Mr. Bush. I reject the theme. There is no support in that docu- 
ment, and there has been no evidence ever put before me that 
there was ever any violation of regulations or rules, either by us as 
directors or even by management. I hear a lot of accusations being 
lodged out there. 

But I don’t hear anything specific, and I haven’t to this moment. 
And I didn’t yesterday. 

Ms. Oakar. Why did it go under? Was it mismanagement? I 
guess — here is the problem we have. We are charged once again to 
revisit the S&L crisis, and Congress should have oversight. That is 
the purpose of this hearing and other hearings we have had. And 
the regulators now appear to be responsible, and they have beefed 
up their staffs and so on, their senior staff people. 

By the way, let me put this in for the record, this is the director 
information guideline that each of you should have gotten, and I 
want to put this, without objection, Mr. Chairman, in the Congres- 
sional record so that we know we are charged to oversee the prob- 
lems of the industry — 

The Chairman. Is there any objection to the request? Hearing 
none, it is so ordered. 

[The information referred to can be found in the appendix.] 

Ms. Oakar. Thank you, Mr. Chairman. 

And the regulators are telling us that these four areas, there wets 
blatant abuse with respect to the Boetrd of Trustees. I am asking 
that that is what is in their report, emd that is what you are hear- 
ing to defend that accusation. Excessive compensation, abuse of 
funding, etll this insider stuff. 

The breaches of our responsibility related to unsafe emd unsound 
practices by members of the Board of Directors. If that is not true, 
then here is your chernce to tell us it is not true. 

Mr. Bush. Congresswoman Oeikar, may I respond to that? There 
was never, and never has been, a specific charge leveled against us 
that I know of, even after reviewing that report, and let me answer 
your question. 

You said how did this institution collapse? Well, I can assure you 
that it wasn’t because of the lack of diligence by us as directors. I 
don’t think it was mismanagement or fraud or corruption or any 
evil out there that you might be looking for. 

In Colorado in 1984, 1985, 1986, there was a growing economy. 
That economy has subsequently gone flat on its back. I will give 
you three examples from articles that I read recently from the 
Denver Post, a newspaper that is not all that friendly to me, but 
can be unbiased in some matters, that they cite three sales and 
purchases of property in Denver, CO. None of these are related to 
Silverado. They are just indicative of the difficult economic times 
that we face in Denver, where there has been a high concentration 
of real estate loans. 
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The Beaumonde Shopping Center, built in 1984 for $30 million, 
sold in March 1990 for 7.8, less than one-third of the original value; 
1900 Grant Office Building, purchased in the early eighties for $22 
million, sold in May — all public record — in May 1989 for $6.2 mil- 
lion, about a third of the original value. 

The AT&T Building, in 1986, downtown Denver, bought for $28 
million and sold for 9.5. So, the point is that there was a devastat- 
ing collapse of the real estate business. 

Ms. Oakar. Let me ask unanimous consent that you be allowed 
to submit all the examples of collapse in real estate, which I think 
is fair to do. Let me just ask very specifically, did any of you ever 
vote fro what might be considered an excessive compensation, and 
if you had it do all over again, would you have voted in the same 
way relative to some of your friends, and so forth? 

I mean, I think you should be permitted to — because it is, percep- 
tion-wise, you know, it strikes me as a little bit unusual, to be 
honest, and yet, if we are just pointing out your problems, I wonder 
what goes on at all the other Board of Trustees meetings in this 
country. 

Maybe we ought to have more hearings on the failed institutions 
and the Boards of Trustees and how they voted, and what the po- 
tential conflicts of interest are. 

Ms. Ingels. I will respond. 

First of all, I think it is important to realize that this board 
never functioned within a vacuum. We did have, and as was testi- 
fied by the regulators yesterday, we had expert counsel in every 
discipline and in every process. 

Ms. Oakar. The attorney 

Ms. Ingels. We had in-house counsel and we always had outside 
counsel 

Ms. Oakar. Did outside counsel, did you always follow the advice 
in every instance? 

Ms. Ingels. Yes. The advice of outside counsel. 

Ms. Oakar. Did all of you vote that way? 

Mr. Vitkus. Yes, and usually after interrogating outside counsel 
and management about the particular matter at stake. We would 
ultimately follow his advice, but it was after carrying out the due 
diligence. 

Ms. Oakar. So you — in other words, that was your primary 
source of information? 

Ms. Ingels. No, we had outside auditors; we had regulators; we 
had exams; we had an internal audit function. As I said, it was — 
decisions were not made within a vacuum. As it relates to compen- 
sation in 1984, before my arrival on the board, Silverado has re- 
tained the services of the Wyatt Company, an internationally 
known wage and consulting firm. 

Ms. Oakar. What about when you were on the board? 

Ms. Ingels. I served on the compensation committee. I reviewed 
the report of the Wyatt Company. I reflected upon their recommen- 
dation and their study as it related to the compensation of our 
senior management team related to our peers and colleagues in the 
industry. 

They stated even in the year when the short-term incentive 
bonus reflected substantially high incomes for our senior officers, 
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that year being 1986, that those were still within the guidelines 
and the realms of those reflective in the industry. 

The Managing Director of Wyatt gave us this information in 
letter form, and it was also approved by our regulators. 

Ms. Oakar. Mr. Chairman, I just wanted to state for the record 
with reference to that letter, frankly, the letter doesn’t say any- 
thing extraordinary to me that one shouldn’t have known, being a 
member of the Board of Trustees. 

I mean, basically all it says is that there shall be no conflict of 
interest. It doesn’t appear there is one and so forth. But even if you 
didn’t see this letter that ought to be, it seems to me that it ought 
to be the guidelines of any Board of Trustees. I think that is what 
is disconcerting to me, not only about this case, to be honest, but 
other cases where we have seen a going back to the seventies, sort 
of an incestuous relationships related to board members, and 
people who are potential borrowers and heavy-duty borrowers, not 
the little guy, the multi-million-dollar borrowers. That is what I 
think is the problem. 

I think our committee has to do much more oversight on that 
specific issue. 

Thank you, Mr. Chairman. 

The Chairman. Mrs. Roukema. 

Mrs. Roukema. No, Mr. Chairman, I will pass for now, thank 
you. 

The Chairman. Mr. Schumer. 

Mr. Schumer. Thank you, Mr. Chairman, and I think — I mean 
there are two issues here. One is the issue of the specifics of what 
happened at Silverado. The other issue is what is a director’s func- 
tion, what is, and how should we change it and how should we im- 
prove it. 

Apart from the specifics that we have done over here, it seems to 
me that something is really wrong with the laws in terms of out- 
side directors, because while what narrowly might be defined as a 
conflict of interest, meaning that you can’t make a loan to some- 
thing you have an interest in, what might also appear to be a con- 
flict of interest is even if you make the loan to B&A, is an outside 
director, and A has a very close relationship to B, then how is A 
being an independent judge of whether that loan is good and in the 
law, and, I don’t know if any of you are lawyers, we also try to 
guard against appearances of impropriety as well as impropriety 
itself. 

Whatever the specifics of the law are in these very complicated 
and technical transactions, it seems to me that if A&B have very 
close other business relationships, that A is not in a position or in 
appearance of a position to be neutral on whether the bank, the 
thrift should lend loans to B. 

So, my question to all of you is, and I asked this question of the 
regulators yesterday, is, given your experience and given the deba- 
cle at Silverado, wouldn’t it make a great de£il of sense to have 
much stronger conflict of interest laws to give people warnings as 
to what they are very cognizant to, bright-line tests? 

We have to live with them all the time and I am not trying to 
legislate ex post facto. I think that is abhorrent to our system. But 
wouldn’t it be much better if we said, number one, for a person to 
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abstain and let his or her six and seven fellow friendly board mem- 
bers vote the loan, is really not much of a safeguard because I will 
abstain on your loan, you will abstain on my loan and it will all be 
approved anyway. 

Maybe the institution should be prohibited from making loans, 
period, and I am talking in the future where directors have a 
direct or indirect interest regardless of whether that particular di- 
rector votes. 

The second issue is how you deal with other kinds of obligations, 
the A and B that I mentioned before. If A and B are very close, the 
bank lends money to B even though A doesn’t have a direct inter- 
est in B in that transaction, that A and B are very much inter- 
twined. Shouldn’t we prohibit that as well? 

What we have found yesterday, Mr. McCormally had stated that 
of the 120-some-odd insolvencies in his area of Topeka, 60 were re- 
lated to certain conflicts of interest among outside directors. So I 
would like all of you, anyone’s opinion on that issue, and maybe I 
will ask each of you specifically what you think of that kind of leg- 
islation. 

Mr. Vitkus. Congressman Schumer, I don’t think that there was 
any conflict of interest at Silverado by the directors or the manag- 
ers, for that matter, that was in any way material, if there was any 
at all, material or relevant to what happened to Silverado. 

I mean, the downfall at Silverado did not have to do with Mike 
Wise earning one million in a particular year or the situation with 
Neil and one if his fellow investors. I honestly do not believe that 
that was the issue that affected Silverado. 

Mr. Schumer. Doesn’t there end up being a sort of, if you will, 
an old boy network and these loans are not as carefully scrutinized, 
whether they ought to be, and people are just so tied in with one 
another — now I come from New York. 

Maybe in a small town you will say there should be no outside 
directors because everyone is tied in with everyone. I don't know if 
Denver is a small town. Someone heard that Walters was the 
Donald Trump of — we refer to Donald Trump — you know what I 
am trying to say. Good try. 

Mr. Vitkus. My experience at Silverado was that every loan was 
scrutinized carefully regardless of what the borrower was and re- 
gardless of who he may know. 

Mr. Schumer. Isn’t the proof in the pudding? Not every thrift in 
Colorado went down the drain. 

Ms. Ingels. Fifty percent. 

Mr. Schumer. No credit unions did, according to my colleague 
mentions to me. 

Mr. Bush. A high concentration of real estate loans are flat on 
their back or taken over or merged. 

Mr. Schumer. Have any had as great a loss? 

Mr. Bush. I think Columbia that was ultimately merged with Sil- 
verado. 

Let me answer your question. We are not experts in terms of leg- 
islation, but you are asking if a relationship between individuals on 
a board should preclude that institution from doing business with 
individuals who have that relationship. 
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In a small town case where there is one banker and one lender 
and there are like 10 directors, like in our situation, and everybody 
is intertwined and there is a relationship, how can you preclude 
loans to be made which, you know, like a doctor in the community 
or the bank, the guy down the street that does the construction 
work on homes. It just doesn’t make sense. 

Mr. Schumer. I would tell you this 

Mr. Bush. One point is relevant. I did business in my own per- 
sonal life with people I had respect for, people of integrity, and I 
cited the Denver Post when they said Bill Walters was the Donald 
Trump. I didn’t come up with that classification of him. But he was 
a very healthy real estate developer along with Mr. Ken Good. 
These guys were doing very well and they were community activ- 
ists. 

Bill Walters was the president or chairman of the Denver Cham- 
ber of Commerce in 1987 and 1988. He gave a lot to his community. 
And so to preclude Silverado because of a small investment that 
was insignificant with me from doing business with the institution, 
I mean, with Bill Walters, I think would have been a mistake. 

Mr. Schumer. Well, I guess what I would say, and my time has 
expired, there is one difference here. In a private company I would 
agree with you, but, number one, these are federally insured insti- 
tutions, so all of you were playing with ultimately what turned out 
to be taxpayer money. So we ought to be more careful. 

It is not a typical business relationship. That is one of the prob- 
lems. The S&Ls we have found that have had trouble have been 
run more like businesses and less like banks. 

The second thing I guess I would say is that something went 
wrong. The proof of the pudding is in the eating. While we have 
real estate failures throughout the country and plenty of private 
business people go broke and that is the capitalist system, this is 
;he first time that this administration and this Congress are being 
asked to pick up a $250 billion tab. So we have to be more careful 
m an S&L context than in a normal business context. 

My time has expired. But I don’t want to cut off, if Mr. Bush or 
anybody else had an answer. 

Thank you. 

The Chairman. Mr. Kanjorski. 

Mr. Kanjorski. Thank you very much, Mr. Chairman. 

I am a little perplexed because I, too, prior to my service in Con- 
fess, had the opportunity of serving on a bank board and what I 
am gathering from the outside directors today is that this just hap- 
pened like some toxic wastedumps; nobody is responsible, no bad 
judgments, no mismanagement, no fraud occurred. It just happened 
and it is all traceable to the failure of the real estate market in 
Colorado. 

Is that what I am gathering? 

Mr. Bush. Yes, sir. What you are hearing from me and maybe 
the others will corroborate this is, that Silverado used the best in- 
dependent advice we could find. We used Coopers & Lybrand and 
Sherman & Howard, a respected law firm. 

Mr. Kanjorski. Mr. Greenspan was the consultant for the Lin- 
coln disas ter in California. What does that mean? I think if we are 
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going to clothe ourselves in experts here, we are going to miss the 
point. 

Are you saying that if you are called upon in the future, any one 
of the five of you, to serve on a board of directors of a bank or a 
savings and loan, you intend to use the same type of approach and 
judgment and fiduciary recognition that you owe to those stock- 
holders in the same way that you treated Silverado? 

Mr. Bush. I would say yes. 

Ms. Ingels. Yes. 

Mr. Vitkus. Yes. 

Mr. Kanjorski. Let me direct my attention then to Mr. Bunch- 
man and Mr. Bush. I understand that when you were appointed to 
the board, you were appointed to the audit committee. Is that cor- 
rect? 

Mr. Bush. I am sorry, what did you say? 

Mr. Kanjorski. As members of the audit committee? 

Mr. Bunchman. Yes. 

Mr. Kanjorski. Did you recognize that that was a specialist com- 
mittee representing the full board to understand what manage- 
ment was doing if there were any problems in management? 

Mr. Bunchman. Yes, that is correct. 

Mr. Kanjorski. Did you meet regularly with the auditors? 

Mr. Bunchman. We met annually with the auditors. 

Mr. Kanjorski. You mean the audit committee only met annual- 
ly one time? 

Mr. Bunchman. We met more often than that when we had spe- 
cific questions. 

Mr. Kanjorski. Let me call your attention to the Ernst & Whin- 
ney audit of 1985. You were both on the audit committee. During 
that time, did you go over their management letters that they have 
put into evidence that were sent to the management and the 
board? 

Mr. Bush. In 1985 or 1986? 

Mr. Kanjorski. The end of 1985 they were performing an audit 
and they had management letters in which they were calling to the 
attention of the corporation some major problems? 

Mr. Bush. Perhaps it might be appropriate to walk through the 
process a little. I think it is a valid line of questioning. 

They were established to review the internal audit procedures 
and the external audit procedures that were taking place or imple- 
mented within Silverado. There was an internal auditor who had a 
staff. So we would ask of her many questions. She would bring us 
up to date on how the external audit was being conducted. 

Mr. Kanjorski. Was that a new procedure? 

Mr. Bunchman. It was a regular procedure. 

Mr. Kanjorski. Was there any recognition in 1985 that you were 
having a problem, that you may not be able to pay the bonuses to 
management the way you recorded the profits and they were 
urging you not to record it that way and to make adjustments? Do 
you remember that? 

Mr. Bush. I think you are off on the dates in that respect. It was 
in 1986, the year that the GAAP profit justified the bonuses. 

Mr. Kanjorski. You were meeting in 1986 doing the completion 
of the 1985 budget. 
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Mr. Bush. I think we were meeting in 1987 with respect to 1986. 

Mr. Kanjorski. Were Ernst & Whinney still on board? I thought 
they were dismissed? 

Mr. Bunchman. No, Coopers & Lybrand. 

Mr. Kanjorski. I am calling your attention to the Ernst & Whin- 
ney people. They told us that they had audit meetings and letters 
to the management where they were indicating improprieties and 
weaknesses and indication of financial weakness. This is way back 
in 1985. 


Did you participate, Mr. Bunchman and Mr. Bush, to know what 
was going on ? 

Mr. Bush. I knew what was going on but I am not sure I was 
part of the meetings. If it was before August 1985, 1 wasn’t even on 
the board. I am sorry, I don’t have that great a recollection. 

Mr. Kanjorski. OK. Well, the records that were put into evi- 
dence yesterday indicate that the audit committee did not meet 
with the accountants. They just never took it upon themselves to 
make themselves available to the accountants. 

Mr. Bush. I know that not to be true, sir, with regards to the 
audit committee from time to time, and then the entire board 

Mr. Kanjorski. Do you recall of your own personal knowledge 
having met with outside auditors of Ernst & Whinney in prepara- 
tion of 1985 audit as a member of the audit committee? 

Mr. Bush. No, that specific audit I don’t recall. 

Mr. Kanjorski. They were dismissed after they gave their audits 
and a new auditor was brought in. You didn’t meet with the ones 
that were dismissed, this outstanding high reputation national or 
international accounting firm, is that correct? 

Mr. Bush. The entire board met with the Ernst & Whinney audi- 
tors before there was a change of auditor. You said you never 
met 

Mr. Kanjorski. I asked whether you carried out your fiduciary 
relationship as a member of the audit committee. 

Mr. Bush. We did. 

Mr. Kanjorski. Did you meet with these accountants? 

Mr. Bush. I can’t recall. 

Mr. Kanjorski. They say you didn’t. In that full period of time 
that they were arguing with management that management 
shouldn’t be entitled to their bonuses that year, that adjustments 
should be made and dividends to the preferred stockholders would 
not be allowed the next year unless profitability was changed. 

Mr. Bush. We felt it was important enough that the entire board 
review that matter. Wouldn’t that be a better safeguard? 

Mr. Kanjorski. And you participated then in dismissing Ernst & 
Whinney? 

Mr. Bush. You betcha. 

Mr. Kanjorski. The reason? 

Mr. Bush. As I recall, there were a number of reasons. I should 
share the podium with others, but they were very expensive in 
terms of what we anticipated their fees would be in the year that 


they dragged out this audit. There had been an 8-year relationship 
ana after a number of years, it is appropriate in business to change 
from time to time people you are doing business with. 
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Mr. Kanjorski. Isn’t it strange that they are giving you manage- 
ment letters calling your attention to the weakness of your man- | 
agement and operation, showing that you are no longer profitable | 
and running counter to the curve as indicated. The real estate ( 
market was going up in Denver in 1985. 

Mr. Bush. It was healthy that there was an exchange of ideas ( 
like that. Let’s share this with others. 

Ms. Ingels. I think also, Mr. Congressman, that there was a con- 
cern on our part that became quite obvious in our discussions with 
Ernst & Whinney, and I was a member of the board, at such time 
as we were in discussions with them in regard to the 1985 audit, 
that their former director, who had been 

Mr. Kanjorski. He became your inside man? 

Ms. Ingels. He became our chief financial officer. That, and we 
were advised that there could perhaps be a potential conflict and 
as it relates to their former associate who was our chief financial 
officer 

Mr. Kanjorski. Were you aware of the heated arguments 

Mr. Wylie. Mr. Chairman, are we under the 5-minute rule? 

The Chairman. The time of the gentleman has expired. 

Mr. Kennedy. 

Mr. Kennedy. Well, first of all I want to welcome all of you here 
to the panel. I am sure it is a joyous morning for all of you. 

I, for one, am not somebody who necessarily likes to see some son 
of a famous political leader under the gun this morning, Neil. But, 
on the other hand, obviously there are some serious questions that 
have been raised with regard to this. The reason why you are 
before the committee today has to do with the fact that this coun- 
try is facing hundreds of billions of dollars worth of losses that are 
being backed up by the taxpayer. And I think rather than feeling 
that anybody is looking at these issues personally, I hope that we 
understand that the basic thrust of questions here has to do with 
the fact that we are trying to struggle with how to develop good 
public policy. 

It does seem to me you have come this morning basically indicat- 
ing that there was a terrible drop in the value of real estate 
throughout Colorado or the Denver area, that that is in large meas- 
ure the greatest reason why Silverado ran into some of its difficul- 
ties. And it just seems to me that there are ways of interpreting 
the events that had taken place particularly as was described to us 
yesterday by the regulators, that would indicate that there was in 
fact a great deal of manipulation by the directors of Silverado and 
those individuals that operated Silverado. 

Obviously, first through the — from the end of 1980 to 1983, the 
institution grew significantly. By the end of 1983, Silverado had 
total assets of $371 million or a 347 percent increase from 1980. It 
doubled in size again in 1984 and continued its phenomenal growth 
through the year end of 1986. 

In order to deal with the capital requirements under the Federal 
legislation, in order to sustain a high growth of the institution 
practiced the so-called Quid Pro Quo Program. Under the progr am , 
Silverado would work out a deal with the borrower where Silver- 
ado would fund the borrower’s request plus included a premium so 
the borrower would then agree to use the premium to buy stock 
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from Silverado, thereby nominally increasing the thrift’s capital 
structure. 

Second, the same type of transaction was then used through the 
real estate for stock deals, and in that situation, the investor would 
give the institution real estate for preferred stock. It is not an un- 
common practice necessarily, but the key in such a transaction is 
to properly appraise the value. 

Silverado entered into real estate for stock transactions. This was 
a device to recapture nonperforming loans not end up increasing 
its regulatory capital. 

During 1986, as Mr. Kanjorski pointed out, Silverado fired its au- 
diting firm, Ernst & Whinney, and replaced them with Coopers & 
Lybrand. The office at the time had absolutely no experience in au- 
diting thrift institutions, and in fact Silverado was the Denver of- 
fice’s only thrift client. 

The examiners have concluded to this committee that Silverado 
directly and indirectly provided the funds for its own capital infu- 
sions contrary to applicable regulations. The thrift effected transac- 
tions to produce sales of junior participation interests in the loan 
pool, not at arms length. 

Third, that Silverado had submitted misleading, subordinated 
debt applications. 

And, fourth, that certain senior officers had personally benefited 
from inordinate compensation and from loans structured with pref- 
erential terms contrary to regulation. It goes on. 

The point I guess is that, you know, there have been in addition 
certain allegations that are somewhat questionable. As you pointed 
out, I have been in the oil business and I know something about 
trying to get credit — trying to get deals in foreign countries. I just 
wonder on your $900,000 letter of credit, you have indicated that 
you said something about your relationship with Good. Good was 
your business partner, correct? 

Mr. Bush. With regards to the Argentine activity, he was a 
member of a consortium which included Good International, Inc., 
controlled by Good and JNB International, which involved my 
partner, a geologist, and myself. 

Mr. Kennedy. Good also was a participant in the bank? 

Mr. Bush. A preferred shareholder of Silverado, a big borrower 
with Silverado and he was outstanding with Silverado. 

Mr. Kennedy. I am asking a question. You then get a letter of 
credit from Silverado? 

Mr. Bush. No. 

Mr. Kennedy. Where does the letter of credit come from? 

Mr. Bush. There was never a letter of credit. It was a proposed 
letter of credit. 

Mr. Kennedy. Did you apply for one? 

Mr. Bush. No, I wouldn’t put it that way. No. It is a little compli- 
cated, and Chairman Gonzalez got into it yesterday. 

Mr. Kennedy. I am getting into it today. 

Mr. Bush. What was done is that Ken Good, through myself, 
sought a proposed approval for a proposed line of credit where Sil- 
verado retained the discretion on what collateral to accept and that 
sort of thing. 
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Silverado managements, Russ Murray, who had been, you know, 
had had this issue fully described and fully disclosed the matter — 
at least it was through a memo 

Mr. Kennedy. Let me ask this question. The fact is that, did you 
not have a loan from Mr. Good in 1984? 

Mr. Bush. Yes. 

Mr. Kennedy. For $100,000? 

Mr. Bush. Yes, sir. 

Mr. Kennedy. A no-risk loan to you? 

Mr. Bush. Right. 

Mr. Kennedy. You then signed a piece of paper on 6-27-86, indi- 
cating that, where you wrote, handwritten by you, that you wrote 
there was no conflict of interest between you and Mr. Good? 

Mr. Bush. Right. There was no conflict of interest. 

Mr. Kennedy. And yet on 2-26-87, you wrote a second memo that 
indicated that in fact there was a conflict of interest. 

Mr. Bush. Right, between those dates there had been a substan- 
tial change in the relationship. There wasn’t a conflict of interest. 
Let me answer, please. 

There wasn’t a conflict of interest ever between my relationship 
with Ken Good and Silverado. But I made the note that there had 
been a substantial change in my interest in 1986 

Mr. Kennedy. This was in 1986? 

Mr. Kennedy. And you don’t consider the fact that you are in 
business with the guy. The guy lends you $100,000 on a no-risk deal 
and you come back in and get $900,000 in whatever form of this 
letter of credit you are trying to describe, which I still don’t under- 
stand, and are saying there is no conflict of interest even though 
you say there is a conflict of interest on February 26, 1987. 

Mr. Bush. Right. There is never a conflict of interest in February 
1987. I made the point that there was never a conflict of interest in 
February or January 1987. I simply listed on that conflicts form 
that there had been a substantial change in the relationship, and I 
pointed that out. 

Mr. Kennedy. A $100,000 non-interest loan is tantamount to a 
self-interest that ought to be required. It ought to be reported. It 
doesn’t seem to me — maybe those aren’t big numbers in your book, 
but in regular people’s books, those are big numbers. 

Mr. Bush. There was no way 

Mr. Kennedy. I am asking whether or not the bank knew. I said 
I am not questioning whether Mr. Good knew that he loaned you 
the $100,000. 1 am wondering whether the bank knew. 

Mr. Bush. The obligation was meant to be repaid out of the suc- 
cess of the investment. 

Mr. Kennedy. However it was meant to be repaid. There was a 
conflict of interest. That is what the bottom line is. 

Mr. Bush. The note has been canceled and not repaid, and it 
never was intended to be repaid except out of the success of 
the 

Mr. Kennedy. If someone lent me $100,000 and I never paid it 
back and maybe I can say I didn’t receive any benefit, because the 
fact is I never got any material benefit from the $ 100,000 that 
somebody lent me to make a crummy investment. If that is your 
premise, I think you are seriously flawed in what is a conflict of 
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interest. The guy lent you $100,000 risk-free to you. He lost it. I 
don’t question that. 

But the fact is that that leaves a conflict of interest, Neil. Again, 
I really hope like crazy that you don’t take this as a personal deal, 
but I mean, my God, nobody wants to deal with the facts that are 
being presented here. I think they ought to be dealt with. 

Mr. Wylie. Mr. Chairman, I thunk the point should be again that 
you did abstain from the loan, didn’t you, Mr. Bush? 

Mr. Bush. Yes, I abstained from voting on all Ken Good matters. 
There was no conflict of interest, but I felt uncomfortable with the 
growing relationship, so I abstained from voting. 

Mr. Kennedy. But you did use your influence to help out a busi- 
ness partner by getting the $900,000 loan, letter of credit, which 
you are going to deny, whatever words you want to use for the 
$900,000 that the bank promised was going to be available to your 
company in Argentina. 

Mr. Bush. The relationship was disclosed. I am not sure where 
the conflict is. 

Mr. Kennedy. If Joe Jones walked in off the street, is he going to 
get any money? 

Mr. Bush. He didn’t get any money. There was no funding. That 
is my point. There was never a loan consummated. 

Mr. Kennedy. There was no loan consummated because the loan 
didn’t go through in Argentina? 

Mr. Bush. Wrong. The proposed line of credit was to allow Good 
International, Inc. to become qualified on the financial side, which 
was their duty under this consortium relationship that we had, and 
we never used, we never used, Congressman Kennedy, any evi- 
dence of this proposed line of credit. In fact, he put up a personal 
guarantee which replaced it. It was never submitted. It was never 
used and it was never to be funded. It was never to be funded. 

Silverado maintained 100 percent of the discretion over the fund- 
ingof that proposed line of credit. 

The Chairman. The time of the gentleman has expired. 

Mr. Kennedy. No more questions for the witness. I just basically 
hope that all, eveprbody knows and understands that the reason 
for the questions is to try and deal with the fact that there are 
many directors across this country and many institutions that have 
been self-dealing and have ended up sending their bills for bad in- 
vestments to the American public. I am trying to understand what 
this committee can do to make sure that that practice doesn’t con- 
tinue. 

Thank you. 

The Chairman. Mr. McDermott. 

Mr. McDermott. Thank you, Mr. Chairman. 

I think Mr. Bush ought to have some time off, so I don’t want 
you to answer anything. You lean back. I would like any one of the 
directors who is here to tell us what was the Argentine business 
about? Does anybody know on this board anything about that Ar- 
gentine business? 

Mr. Vitkus. 

Mr. Vitkus. Just my recollection as we sit here today was that it 
was presented as a need for a line of credit to establish the ability 
on the part of either a group or a combination to attempt to ex- 
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plore or invest in the oil business in Argentina and what was nec- 
essary, as I recall, was a $900,000 line of credit, undrawn upon, but 
being made available to show the appropriate authorities in Argen- 
tina. 

The board was aware that it was a Ken Good JNB project. The 
board was informed that the $900,000 credit, if ever to be drawn 
upon, would require another complete review and board vote, and 
on that basis we voted an approval. 

Mr. McDermott. So you voted an approval laying in the back of 
the bank; in case they needed it, they could come and get it? 

Mr. Vitkus. After another review of the facts and a review of the 
credit and another board vote, yes. 

Mr. McDermott. You knew nothing more specific about what 
the business was down there, you were just going to give $900,000 
to Mr. Good because he was a good man; is that basically what you 
are telling me? 

Mr. Vitkus. No, sir, these things were never treated that frivo- 
lously. I am sure at the time we had more information about the 
nature of the business. 

Mr. McDermott. And you as an attorney reviewed your records 
before coming before this committee? Did you just come here — I 
mean, you have just come here, sort of allowing on your recollec- 
tions of 5 years ago? It doesn’t sound like a well-prepared attorney 
would do that. 

I don’t really believe that you are going to say that is that you 
did. You have prepared for this? 

Mr. Bunchman. Sir, we don’t have those records. 

Mr. McDermott. You have no records and nothing in the bank 
to look at to review any of these things? 

Mr. Vitkus. We have no access to the records. When I agreed to 
appear I made that point through my counsel to the committee. It 
was understood that I did not have access to these records and that 
I would be testifying from, for the most part from my memory, 
which I agreed to do. 

Mr. McDermott. And that is true of all the directors? All of you 
are relying totally on your memory? 

That is a pretty good defense, I would gather. 

When you had this discussion about the issue, you all understood 
that Mr. Bush had a $100,000 loan from Mr. Good? You all under- 
stood that when you voted this potential $900,000 on another vote 
on another day? 

Ms. Ingels. Sir, I don’t even recall that the board took a vote, 
because this was not funded. I don’t know, my sense of recall is 
that perhaps it was an information item. That if it were to come 
before the board or if it were to be — if the loan or the line of credit 
was requested to be exercised, that at that point in time the collat- 
eral and credit supportive of it would be examined. 

Mr. McDermott. So what you are saying is that it was not dis- 
closed to you that Mr. Bush had a $100,000 loan and he was 
making an application for Mr. Good, who was his business partner? 
That was not part of the information you received? 

Ms. Ingels. I don’t know whether it was or wasn’t. It was not 
part of the information that was presented as a matter that would 
perhaps come before the board in the future. 
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Mr. McDermott. Did anybody on that board, Mr. Vitkus? 

Mr. Bunchman. 

Ms. Page. 

Mr. Vitkus. I don’t recall the $100,000 loan issue at all. 

Mr. Bunchman. Neither do I. 

Mr. McDermott. So you never knew that, you never knew that 
Mr. Bush had a $100,000 loan from Mr. Good that was not to be 
paid back? 

Mr. Vitkus. I was aware generally that there was, there were 
business relationships between Mr. Good and Mr. Bush. Mr. Bush 
did abstain on all votes on Ken Good matters. We are aware of 
that, too. 

Mr. McDermott. We understand abstaining on votes around 
here and we understand sometimes that people who have an inter- 
est can still move things through the Congress, so we understand 
that the fact that you did — he didn’t actually vote doesn’t mean 
that he didn’t talk to anybody. 

Are you all saying that he never talked to you in any respect to 
anything with respect to Mr. Good? He just carried this letter in — 
and I have a letter here signed by Mr. Bush, November 5, 1986, 
“Many thanks for your consideration of this loan agreement form 
which is sent to you by JNB on Ken Good’s behalf.” You are saying 
that none of you ever talked to him about this at all? 

Mr. Bunchman. That is correct. 

Ms. Ingels. That is correct. 

Mr. McDermott. And you were totally unaware of the $100,000. 
My goodness, I must not understand the meaning of fiduciary duty. 

Thank you, Mr. Chairman. 

The Chairman. Does any of the panel wish to comment on that 
or in any way enlarge on Mr. McDermott’s line of questioning? 

If not, we recognize Mr. Hoagland. 

Mr. Hoagland. I have just a couple of questions, Mr. Bush, if I 

might. 

Concerning the conflict of interest — can you hear me? 

Mr. Bush. Yes, I can. 

Mr. Hoagland. Concerning the conflict of interest forms that the 
directors were required to file, evidently pursuant to Federal regu- 
lations. And I have a form here that is dated February 1987, a con- 
flict of interest disclosure form signed by you where you state that 
“Ken Good is a substantial partner in JNB Exporation. My pri- 
mary business, he has a large loan position with Silverado.” 

And I gather that this was filed after he made the $3 million, am 
I right? Was it a $3 million investment in your business? 

Mr. Bush. No, you are close. He had agreed to restructure JNB 
Exploration Company by having the option to put up an additional 
$3 million in order to retain an 80 percent interest in the partner- 
ship, which is the way it was restructured, and — but you are right 
that it was after that deal had been consummated and that was the 
purpose for my noting on that form that there was a difference in 
the relationship, that he had a substantial interest in my partner- 
ship. 

I don’t mean to imply by having filled that out that there was a 
conflict, because there never was a conflict of interest, and you 
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know, but I did abstain from voting because I felt uncomfortable on 
those matters. 

Mr. Hoagland. All right. So it was that redefined business rela- 
tionship with Mr. Good that prompted you? 

Mr. Bush. Yes, sir. 

Mr. Hoagland. Because your previous conflict of interest form 
dated June 1986 listed none. 

Mr. Bush. Right. There were no conflicts. And the biggest differ- 
ence going from 35 or 37 percent of the partnership down to 12 was 
the fact that Ken Good in the September agreement to restructure 
and modify our business relationship retained control over the, you 
know, he retained a veto power over all funding matters, which in 
effect was controlling our business venture. 

He didn’t have that power prior to that. We had full discretion 
on how to use the funds that he came up with. It was an important 
distinction that apparently in February I filled out the form saying 
that our relationship, indicating that our relationship had changed. 

Mr. Hoagland. So that I understand your thoughts about it, the 
reason you didn’t disclose him in the first conflict of interest form 
was not that he didn’t have an interest in your business but that 
he didn’t have a controlling interest in your business? 

Mr. Bush. He didn’t have the same kind of interest in it. Exact- 
ly. There was no conflict of interest then or in 1987 after the re- 
structuring. I just felt it was important for the recipients of that 
form to understand how the relationship had changed. 

Mr. Hoagland. So it was a matter of degree that led you to dis- 
close your 

Mr. Bush. Yes; yes. It wasn’t a disclosure of a conflict. I just 
want to make that very clear for the record, because I never would 
concede that there was a conflict between me and Ken Good at any 
point in our relationship. I never had any financial interest in any 
Ken Good businesses. 

So the transactions that came before the board never would have 
benefited me in any way. 

Mr. Hoagland. Maybe it would be of benefit if I were to read the 
conflict of interest form so people could decide exactly what kind of 
information it calls for. 

Mr. Hoagland. '1, Neil Bush, have read and am familiar with 
the policy entitled 'Conflicts of Interest’, dated April 24, 1985, the 
policy entitled ‘Code of Conduct’, dated April 24, 1985. I am aware 
that it is my responsibility to disclose to the Chairman of the 
Board of Silverado Banking in writing a full description of any ac- 
tivity, interest or relationship on my part that might create or 
appear to create a conflict of interest under the provisions of such 
policy as soon as practicable after the inception of such activity, in- 
terest or relationship. 

“To the best of my knowledge and belief, I am not now engaged 
in any activity, interest or relationship that would create or appear 
to create a conflict of interest under the terms of the policy except 
the following” — and in June 1986, you put none. 

Mr. Bush. Right, because there was no appearance or actual con- 
flict with regard to my relationship with Ken Good and Bill Wal- 
ters. 
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Mr. Hoagland. But at the time Mr. Good was an investor in 
your business, but he had no control over your business? 

Mr. Bush. Yes. 

Mr. Hoagland. And he had never had a conflict 

Mr. Bush. There wasn’t a conflict in February 1987. Even the 
fact that he had the veto power over funding, in my view, didn’t 
create a conflict. In this letter that I didn’t see until December 
1989 in the deposition, apparently the lawyers reviewed these rela- 
tionships and said they were satisfied the relationships would not 
create any legal conflicts of interest, so it turns out I was right. 

Mr. Hoagland. Your thinking evidently is that Mr. Good’s in- 
vestment was not a conflict nor did it create the appearance of a 
conflict because he hadn’t given you that line of credit at that time 
that yielded control over your business to him? 

Mr. Bush. There never was any conflict, even after he gained 
control. I am saying that there wasn’t a conflict because I had no 
financial interest in Ken Good’s businesses, and therefore, there 
was nothing that I would benefit from by my voting, even though I 
abstained on all Ken Good matters that came after the September 
agreement — none came before — but my point is it would be of no 
benefit to me personally or financially or otherwise so there wasn’t 
a conflict. 

Mr. Hoagland. In the intervening time between the time that 
the forms were signed, you disclosed the word “none” in June of 
1986, and then disclosed in February 1987 this language about Mr. 
Good. 

In the meantime, in October 1986, when you contracted with Mr. 
Walters for a $100,000 loan 

Mr. Bush. JNB Exploration purchased Mr. Walters’ interest. The 
deal was actually consummated verbally in the summer of 1986, 
but was signed or executed by him in October 1986. We paid him 
$50,000 and took a $100,000 note which he knew would be paid off 
only if JNB Exploration Company were going to be a successful 
partnership. 

Mr. Hoagland. But in neither conflict of interest form do you 
disclose your relationships with Mr. Walters. 

Mr. Bush. Again, there was no conflict, and again, I had no fi- 
nancial or other interest in Bill Walters’ business transactions, in 
his businesses, and therefore, I didn’t have any benefit that would 
be derived by me from any activity or action I took on the Silver- 
ado Board. 

Mr. Hoagland. But Mr. Walters was a preferred shareholder of 
Silverado? 

Mr. Bush. He was a preferred shareholder and a substantial bor- 
rower, and we reviewed as a board it in writing and the recommen- 
dation of management, and Mr. Walters was a healthy 

Mr. Hoagland. Your line of thinking is that neither of these 
business relationships created a conflict or the appearance of a con- 
flict under the language of the disclosure form? 

Mr. Bush. Not only that, but they don’t create a conflict in fact 
or in law. I might take this opportunity, if you don't mind, to point 
out that the Office of Thrift Supervision has an option of pursuing 
a prohibition against individuals where there is, in fact, a conflict 
involved. 
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They have looked at all this information. I guarantee you they 
have looked at it in great detail, and they have come to the conclu- 
sion that there was no violation of any regulation or law, that I 
didn’t act dishonestly or willfully or for personal gain, and I didn’t 
act to cause a loss for the institution. 

So, they are pursuing this lesser charge of a cease and desist, be- 
cause they apparently feel they have to get me on some kind of a 
deal. 

So, I think it is important to point out in your line of questioning 
that it reinforces the idea that I had nothing to gain by voting on a 
Bill Walters or a Ken Good matter, because I didn’t have any inter- 
est in their businesses. 

Mr. Hoagland. May I ask Mr. Bush another question? 

The Chairman. The gentleman requests unanimous consent to 
be given one additional minute. Is there objection? Hearing none, 
the gentleman is recognized for a minute. 

Mr. Hoagland. Just to close this line of questioning out, Mr. 
Bush, once this $3 million promissory note was issued to JNB by 
Mr. Good — I don’t understand the relationship very well, but it is 
to that effect — were the other board members advised of that rela- 
tionship? 

Mr. Bush. They were advised of the relationship between JNB 
International, Inc. and Good International, Inc. through a memo 
which, if you want to refresh their memory, I am sure they would 
be happy to read — that described those relationships and made 
those disclosures. 

I would like to correct something you said that implies there was 
a note or an obligation to put up $3 million for JNB Exploration 
Company. As part of the restructuring in September 1986, by those 
documents, and maybe you have selectively been given documents, 
there was agreement by Ken Good that if he put up $3 million on 
an option basis, he would retain an 80-percent profit and lost inter- 
est in JNB Exploration Company, a fact that was implemented late 
in the fall of 1987, and so, when you say that there was a promisso- 
ry note, it leaves the false impression that he had an obligation to 
put that money up. 

He didn’t. He had an option, and that is important in getting the 
facts straight, so I appreciate your raising the question. 

Mr. Hoagland. Thank you very much. 

Thank you, Mr. Chairman. 

The Chairman. Mr. Barnard. 

Mr. Barnard. I apologize for not being present most of the day. I 
had another hearing which I had to conduct, and I may be replow- 
ing old ground. If so, I will stand corrected. 

Mr. Bush, one of the questions that seems to continue to come up 
is whether or not you had any investment in the Walters and Good 
enterprises, and from my understanding, you had no investment in 
their particular operations? 

Mr. Bush. Exactly. 

Mr. Barnard. So, therefore, you allege that because of that, then 
there is no conflict of interest? 

Mr. Bush. In fact, that is the way the laws are written, too. 

Mr. Barnard. Can you tell me whether or not Walters or Good 
had any investment in any of the JNB Enterprises? 
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Mr. Bush. They did, and they have been fully disclosed here and 
there were proper disclosures. 

Mr. Barnard. That includes the Argentinian venture as well? 

Mr. Bush. What was the 

Mr. Barnard. There are also some joint ownerships between you 
and Walters and Good in the Argentinian venture? 

Mr. Bush. No. The Argentinian venture was structured different- 
ly. JNB International, Inc., which was a company owned by myself 
and Jim Judd, a Ph.D. geologist and my partner in the oil and gas 
business, was a consortium with Good International, Inc., which is 
a company controlled by Ken Good. 

So, the consortium, in pursuing qualifying for bids in Argentina, 
worked together as a consortium, but they weren’t connected; no, 
otherwise. 

Mr. Barnard. How do you explain, then, that — didn’t Good, 
though, put up a $3 million guarantee? 

Mr. Bush. No. 

Mr. Barnard. Through a promissory note? 

Mr. Bush. No. We have been over this as well. He committed, in 
September 1986 at his option, to put up $3 million in order to 
retain a 80-percent partnership interest in the company, and the 
reason he did that, which I think is important for other issues that 
have been raised as well, is that we had anticipated that he would 
fold all of his oil and gas interests into Gulfstream, and for consoli- 
dation purposes, the lawyers apparently indicated that he had to 
have 80 percent control over the partnership. 

Mr. Barnard. I was really trying to get at another point as well, 
and that is we understand that there was a promise to lend money 
also in this particular transaction; is that correct? 

Mr. Bush. No — which transaction, the Argentine transaction or 
the restructuring? 

Mr. Barnard. The restructuring. 

Mr. Bush. There was never a promise or an obligation to put up 
$3 million. 

Mr. Barnard. To summarize, I would say the other question 
would be, did you have any stock or other financial interest in 
Good’s companies or receive any other compensation from his com- 
panies? 

Mr. Bush. No, sir. 

Mr. Barnard. I have no further questions. 

The Chairman. Mr. Carper. 

Mr. Carper. Thank you, Mr. Chairman. 

Mr. Bush. I am sorry. My lawyer refreshed my memory that I 
did become a director of Good’s company, Gulfstream, in 1988. So — 
so, there was compensation associated with being a director of that 
company. I am sorry, it just slipped my mind. It was unrelated. 

Mr. Barnard. Were you a director? You were a director both at 
the same time in Silverado and that corporation? 

Mr. Bush. There was a short period of time that there was an 
overlap, and I am sure that was disclosed as well to the board. 

The Chairman. Mr. Carper. 

Mr. Carper. Thank you, Mr. Chairman. 

Welcome to our hearing today. I want to follow up briefly, and 
then move to a different point. Just to follow up on what Mr. Bar- 
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nard asked, do I understand you to say, Mr. Bush, that because you 
did not stand to benefit because you had investment of your own in 
Mr. Good or Mr. Walter’s enterprises, that there was no conflict of 
interest? 

Mr. Bush. It is not that I didn't have any investment, I didn’t 
have any interest whatsoever in those enterprises, and therefore 
there was no conflict of interest. 

Mr. Carper. Because you had no interest in their enterprises. 

Mr. Bush. Right. So there wouldn’t be any financial gain or ben- 
efit to me directly by participating in Bill Walters’ or Ken Good’s 
transactions for Silverado. 

Mr. Carper. Did you say one or both of them had an investment 
or an interest in one of your enterprises? 

Mr. Bush. Each of them did, yes, sir. 

Mr. Carper. Why is that not a conflict of interest, and why is it 
a conflict of interest in the first instance? 

Mr. Bush. It happens to be not a conflict. That is a fact 

Mr. Carper. Ms. Ingels, would you regard that as a conflict of 
interest of your own if you had no investment in the enterprise of 
these other individuals, but they had substantial investment of 
their own in your enterprises? 

Ms. Ingels. I would obtain counsel as to disclosure. 

Mr. Carper. And the gentleman sitting next to you, Mr. Bunch- 
man. Could you respond? Would you regard that as a conflict of in- 
terest yourself? 

Mr. Bunchman. I am not qualified to know if it would be a con- 
flict. I would also obtain counsel. 

Mr. Carper. Mr. Vitkus. 

Mr. Vitkus. I think the distinction that is made here is if the 
borrower that comes to the institution is invested in by a director, 
if Walters or Good, as the borrower, is invested in by Mr. Bush, 
then there could potentially be a conflict. That was not the case. 

The borrowing entity was not invested in by Mr. Bush. That was 
a fact, and I believe under that fact it was not a conflict. And there 
was an opinion by outside counsel to that effect as well. 

Mr. Carper. Ms. Page. 

Ms. Page. If I had any question, I certainly would have obtained 
to counsel to find out. 

Mr. Carper. Let me direct the question somewhat differently. 
Mr. Bush, when did you join the board of Silverado? 

Mr. Bush. I joined in August 1985. 

Mr. Carper. And through what time did your tenure on the 
Board continue? 

Mr. Bush. Through August 1988, so about 3 years. 

Mr. Carper. What was the magnitude of loss — do you have any 
idea what the magnitude of loss was during that 4 years? 

Mr. Bush. There were years that there were profits. There were 
years that there were losses. Which year? 

Mr. Carper. Let’s start with 1988. 

Mr. Bush. In 1988, there was a very large loss reserve put up, 
$198 million or something, so it was very large. 

Mr. Carper. Do you recall what the loss was that year for the 
institution? 
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Mr. Bush. I left the institution in August 1988, and it was taken 
over in December, so I am not sure that I know. 

Mr. Carper. Let me ask a less specific question. Any idea what 
the magnitude of losses might have been overall, profit and loss, 
during the time that you were on the board? 

Mr. Bush. What I thought was impressive was that after a 
GAAP loss in 1985 through I thought very good business practices, 
Silverado in 1986 had a GAAP again or profit of $15 million 
through a very difficult time. 

Mr. Carper. I will restate the question. Do you have any idea 
what the overall magnitude 

Mr. Bush. I have been reading in the newspaper that there 
might be a $1 billion loss, but I am not sure I can support that 
number. I know that based on the facts that I put before this com- 
mittee earlier — this was from public testimony and newspapers — 
that the real estate market has been crippled, so wherever there is 
a high concentration of real estate loans, whether with Silverado 
or any other 

Mr. Carper. I will ask the questions, if you don’t mind. The ques- 
tion that I am trying to get answered is how much losses occurred 
during the time that you were on the board. 

Mr. Bush. I have read $1 billion was the total loss. 

Mr. Carper. Assume that is $1 billion. 

Mr. Bush. I have a hard time fathoming that. 

Mr. Carper. I appreciate that you may dispute that. I don’t know 
that it is $1 billion, either. If it is the case, who pays for that loss? 

Mr. Bush. To the extent that they were federally insured depos- 
its, it is going to ultimately be paid by the taxpayers. I thought 
Congresswoman Roukema made an interesting comment that the 
Northeast is paying a heavier burden now, but what happens when 
the market in the Northeast goes down and those of us in Colorado 
are going to be paying? 

Mr. Carper. I am just asking you to respond to some questions, 
and I don’t want to get too far afield. The loss is $1 billion, roughly, 
give or take, and the taxpayers are going to have to eat that loss. 

A question for you, and I would ask the other directors as well, 
what would you do differently as a member of the Board of Direc- 
tors? We have better hindsight than looking ahead. 

Mr. Bush. I think it is fair to get everybody else involved in this 
discussion. I don’t think that every time there is a business failure 
that that necessarily implied that you have to finger-point. I know 
the Congress is feeling desperately that they have got to find a vil- 
lain in this case, but the fact is when I joined the board, there was 
a 66-percent concentration of commercial real estate loans in the 
Silverado portfolio of assets. 

It was reduced to 61 percent. But when the economy goes such 
that the values are one-third of the values that they were at the 
time we were making these loans, then you can’t help but think 
that there is going to be an explanation for the collapse. 

But to finger-point and to look for crooks where there are none, I 
think, is not a good service to this country, because we are facing a 
big problem. 

Mr. Carper. A lot of fingers are being pointed at the administra- 
tion, the last administration, at the Congress for having gotten us 
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into this mess, but what would you have done differently to have 
avoided this $1 billion loss to the taxpayers? 

Mr. Bush. I wouldn’t have allowed for that high a concentration 
of commercial real estate, but I would not have done anything dif- 
ferently with regard to the hiring of the very best accountants or 
the very best lawyers or the very best independent consultants to 
help with this business, because we did what was right in helping 
manage Silverado as a Board of Directors. 

Mr. Carper. I ask unanimous consent for one additional minute. 


The Chairman. Is there objection to the request? 

Mr. Carper. Thank you, Mr. Chairman. 

Ms. Ingels. Congressman, I would suggest that this is for the 
sake of brevity, and I am not known for that — that I think that our 

X lator, Mr. Paul’s, testimony yesterday was very vivid, and it 
ad to the convergence of forces that impacted every thrift in- 
stitution, and certainly those in Colorado, and I think those are the 

ones that we can highlight that were certainly instrumental 

Mr. Carper. What would you have done differently as a director? 
Ms. Ingeis. If I could have rewritten history, I would have hoped 
that we never would have experienced inflation in the late seven- 
ties, or that it would have continued. 

Mr. Carper. What would you have done differently as a director? 
Ms. Ingels. Sir, I don’t believe 

Mr. Vitkus. Obviously, I have thought about it a lot. This is not 
a pleasant experience for me, or any of us. I think I have four 
choices. I wouldn’t have done anything differently in terms of the 
time and energy and judgment and conscientiousness that I feel I 
exercised in carrying out my duties. 

As time went on, and the situation became more difficult, 1 had 
four choices. I could have quit the board at any time, but I didn’t 
because I felt I would be abandoning something I had a moral obli- 
gation to see through. 

We could have fired management. At the point in time when 
that was urged upon us by the regulators, my view was that was a 
mistake. In my view, these people were qualified, they were not 
crooks, they were smart, they were experienced, they knew the 
business, tne problems; they were being carefully watched by the 
regulators. 

You don’t change horses in midstream, so we stayed with man- 
agement and kept watching them. We could have stepped in and 
managed. That was suggested, but that was unrealistic and unac- 
ceptable. 

1 did not at the time have the ability or the desire to do that. So, 
there was a fourth choice, which was to stay the course, which I 
did right to the end. 

Mr. Carper. Mr. Chairman, thank you for your generosity. 

Ms. Oakar. Mr. Chairman. 


The Chairman. The Chair always has a predicament — we have 
had witnesses here for several hours, and through the lunch 
period, and members come in at the very last minute. More often 
that not, what happens is that questions are asked that have al- 
ready been asked. 

For instance, your first question as to Mr. Bush’s tenure was an- 
swered at the very outset. Our documentation that we have had 
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here for several days clearly shows when he came on the board and 
when he left. So that what I am announcing now is that I will, at 
this point, not recognize any member who comes in after this 
moment. We have got to simply wind up. 

But we do want to give an opportunity , for a sort of a recapitula- 
tion here, because I think that in view of the testimony we had yes- 
terday, some questions here need to be addressed as far as the re- 
sponsibilities of board members are concerned. 

I don’t know if any or all of you had a chance to observe the 
charts up on the wall. The reason I am troubled is that each of you 
have stated in answer to several questions, in fact, yesterday and 
earlier today, a question was asked, what would you do differently, 
and the witnesses answered that if they had to go over again under 
the circumstances that they were confronted with, then they prob- 
ably wouldn’t. 

But I believe that there is a very serious question in my mind as 
to the proper area of responsibility, and it ought to be addressed, 
and the witnesses ought to have a chance to respond in view of the 
testimony given us yesterday. 

One of the things and one of the charts there shows the sort of — 
well, in other cases, we call it daisy chain. As part of the so-called 
Quid Pro Quo Program at Silverado, as we got the testimony yes- 
terday, borrowers were encouraged, in fact if not required, to 
borrow more money than they originally requested, so that they 
would be able to invest in such things as Silverado’s preferred 
stock, foreclosed real estate or the loan pool. 

Now, on top of that, it was obvious that we had a breakdown — 
Ms. Oakar, earlier you referred to the fact that it looked like the 
regulators had done a good job. The testimony we had yesterday 
clearly indicated that in some cases, they had not. 

What was this Quid Pro Quo Program 

Ms. Oakar. Mr. Chairman, if that is the way you interpreted my 
remarks, that is not what I meant to say. I was quoting from page 
49 of the OTS report, which apparently seemed to indicate some 
real insider questions there. 

But I certainly — prior to this report, I don’t know whether they 
did or not. Obviously, there are some problems in terms of monitor- 
ing the actions. 

The Chairman. What I would like to ask is how was this — I 
know it is management here, but what troubles me is that you 
have said that you were very satisfied with management. That in 
your opinion even today, there was no mismanagement in effect of 
a substantial nature. How was this Quid Pro Quo Program present- 
ed to you, and did you have any reservations about granting loans 
for amounts greater than the initial request of the borrower? 

Do you have any comment or any answer to that question? 

Mr. Vitkus. Mr. Chairman 

The Chairman. It bothers me very much, because I think that 
ttat clearly goes the heart of the matter of the Board of Direc- 
tv« ven though in effect, it looked like management was doing 
f 1 . _ fay show the ledger sheet favorable, but the auditors as 
tometfung ^^gxilators also indicated yesterday that after each re- 
WeU 88 l ^ A ppredae, that you had a consequent decrease in value to 
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the point where finally, the diminishing returns were of such a 
nature that the institution was not in sound health. 

But how was this presented to you? What was your awareness or 
knowledge or judgment asked for or exercised or proffered with re- 
spect to these management procedures and actions? 

Ms. Ingels. Mr. Chairman, I think that is a legitimate question 
and one that I can say I am pleased to respond to, because it was 
not considered to be m any means an illegitimate activity, but a 
legitimate business action. 

We believe that Silverado had a capable management team, but 
our savings and loan was not in the business of developing or man- 
aging real estate. As we had capable developers that came in for 
loans, and as we assessed the quality of the loan applications and 
submitted them to underwriting procedures, we asked if they had 
an interest in completing our managing another project that we 
had. 

You may think of it in reference to a type of workout. If, in fact, 
they had those capabilities to manage that project or to finish de- 
veloping that project, we did consider making a loan for them to 
complete it, which was in the best interest of the company and the 
institution. 

We did not increase the mortgage amount or the amount of their 
primary project to cover this project. They stood alone and with- 
stood the qualifications and procedures for underwriting that exist- 
ed. In each instance, counsel not only approved these transactions, 
but they were approved by our district office in Topeka, so we did 
so not only with outside counsel, we felt it was a prudent decision 
as it related to the management and completion of real estate 
projects, but we also did it with regulatory compliance and recogni- 
tion and approval. 

The Chairman. In other words, the testimony we had yesterday 
to the effect, and they had one example where if a borrower were 
soliciting a $1 million loan, he was given a $1,200,000, and then 
that $200,000 was invested in stock of Silverado? 

Ms. Ingels. I thought you had reference to other real estate 
projects. If he chose to invest it in stock at any time, there was not 
a mortgage amount that was increased over and above what was 
the recognized appraised valuation of the property. 

The Chairman. So that this report to the effect that the increase 
beyond the request of the loan to be reinvested in stock — you are 
not aware of any such contract? 

Mr. Vitkus. Absolutely not. 

The Chairman. Also the information we had yesterday that the 
final transaction involving this so-called Quid Pro Quo Program, 
which turned out to be probably the largest single loss, about $40 
million or thereabouts — as I understand it, that was one time when 
one member of the board, Mr. Bunchman, did not vote for it; is 
that correct? 

Mr. Bunchman. That is correct, sir. 

The Chairman. Could you give us an explanation, if you can 
recall, why it was that you felt you couldn’t vote for that? 

Mr. Bunchman. From what I recall, I was concerned about the 
dollar amount of the loan, the loan of one borrower even though 
regulatorywise I believe we were beneath that limit, and I was con- 
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cemed about the part of the country in which that loan was to be 
made. 

The Chairman. I want to salute you, because we can talk all we 
want to about the past and in retrospect we can’t invoke the envi- 
ronment. I am familiar with what you are referring to, because in 
Colorado, the upper reaches of the State of Texas, I remember the 
history — yesterday I brought out that immediately after the pas- 
sage of the 1986 tax, so-called reform and the removal of some of 
the incentives, the real estate market in the San Antonio area — I 
am sure it was worse in Houston — between December 1986 and the 
first quarter of 1987, we had a drop of 42 percent in real estate 
values. So 

Mr. Bush. May I ask you a question. Are there any institutions 
that are still alive in that area where they had a high concentra- 
tion of commercial real estate loans? 

The Chairman. Well, I can’t recall one right now. But also I 
have said all along to my colleagues, and even the Ohio Members 
that last year, and the Pennsylvania Members that wanted to pass 
bills to tax the taxpayers in those States to pay for what they said 
was the cost, and Mrs. Roukema, that I was saying all along that it 
was not a regional problem, that it looked that way for the time 
being — 2 years ago the chairman of this committee told me to my 
face, he said that is your problem in Texas and you ought to take 
care of it. 

I said then the day is going to come when this is national, be- 
cause the real estate bubble was not localized, it was national. Now 
that it is becoming apparent in the Northeast and the other so- 
called erstwhile prosperous areas, the same thing is happening. We 
have been having complaints from those areas and the financial in- 
stitutions that the regulators are being nasty because they are 
trying to follow the normal rules. 

The thing I see, though, is when we have these very well-pre- 
pared charts analyzing all of the configurations that management, 
desperate as they must have been and are, figured out to try to 
appear to be solvent, it is also another disturbing factor, and that 
is that the accountants that testified yesterday that even though 
they had given what is known as a clean opinion, that that was not 
interpreted as being a stamp of approval. 

But again, you state that you are not aware of premeditated, pre- 
conceived intentional arrangements — you as board members — 
where a borrower asking for, let’s say, a million dollars was told 
well, we are going to give you a million 200 thousand with the un- 
derstanding that that marginal increase will be reinvested in stock. 
You tell me you don’t have any knowledge of that. 

At this moment, for instance, Mr. Bunchman, we have very size- 
able lobbies saying we want you to pass internal legislation to 
compel the regulators, who incidentally have that discretion under 
our 1989 act, to provide more than 15 percent of an institution’s 
capital to one borrower. Of course it desires to go back to loans 
equalling 100 percent of capital to one borrower, but we know what 
has happened there and that is the reason we had the reform legis- 
lation last year. 
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In this case the record shows that at least board members were 
alerted and in your case registered your problems. I thought the 
record ought to bring that up. 

Mr. Wylie. 

Mr. Wylie. Thank you, Mr. Chairman. 

I have no further questions. 1 think this has been a very benefi- 
cial hearing. I think we have accomplished a lot today. I think it 
has been thorough and complete. 

I appreciate the willingness of this panel to come forth and be as 
responsive as they have. Mr. Bush, I think it is fair to say that you 
were on the spot, so to speak. I think you have handled yourself 
extremely well and are to be commended for your candid and 
forthright responses, which have helped to clear up some miscon- 
ceptions which may have been alluded to in the press. 

Thank you very much for being here today. 

The Chairman. Ms. Oakar. 

Ms. Oakar. One question. Mr. Vitkus, you indicated that in fact 
you did not — there was a great staff and so forth, management 
staff— let me ask you this: Why did you change auditing firms? 
Why did the board decide on changing auditing firms from Ernst & 
Whinney, which reused a number of questions about the conduct of 
the procedures and the eissets and loans et cetera, and then you 
changed to Coopers & Lybrand in 1986. Why did you cheuige firms? 

Mr. Vitkus. Silverado cheuiged for a variety of reasons. There 
was a huge overrun on the audit fee, I think it was five or sixfold 
from the cap on their estimate. There was a five or sixfold overrun 
on the audit fee costs to Silverado. 

Erast & Whinney charged five or six times more 

Ms. Oakar. The fees were too high? 

Mr. Vitkus. That was one reason. 

Second, there was a conflict — whether it was a personality or 
whatever conflict — between Ernst & Whinney and its former part- 
ner, who had come over to become the financial officer at Silver- 
ado. 

Ms. Oakar. Were the fees high because they had a lot to look at? 

Mr. Vitkus. Who knows. That was one reason, and there was not 
a good working relationship with Bob Lewis and his old partners. 
There was a feeling on the part of some that it was a good time to 
change anyway, they had been auditors for 8 years but the audit 
was still in the works, so with this in mind this was presented to 
the regulators for their review and approval, which they did, and 
change was made. 

Ms. Oakar. Coopers & Lybrand in 1986 gave the bank a clean 
bill of health? 

All* Vmrxifl Vno 

Ms. Oakar. What did they say in 1987? 

Mr. Vitkus. The 1987 report was 

The Chairman. Will you yield to me? Ms. Oakar, yesterday’s tes- 
timony, a lot of Members didn’t show up yesterday — not only Coo- 
pers & Lybrand but also the original accounting firm, Ernst & 
Whinney gave the same kind of clean opinion. That is the reason I 
asked the question yesterday, in view of Ernst & Whinney’s report 
given to us yesterday, why was it they still gave this clean opinion, 
and he mumbled around and gave us a reason. 
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In other words, the inference that, impugning the motives to the 
board that they changed because they had received an unfavorable 
opinion from Ernst & Whinney lacks any evidentiary support. On 
top of that, the reason for the increase in fees as given to us by Mr. 
Wullschleger yesterday was that after they got into the work they 
discovered that instead of 800 hours they were going to have to 
devote 8,000 hours. He said not sixfold, but tenfold. 

So I imagine that that is the reason he was saying for justifica- 
tion in the increase and the overrun from the standpoint of Silver- 
ado of the fee charged. 

Ms. Oakar. One of the things about the S&L bill we did was to 
reinforce the mandate that S&Ls really deal with home buyers and 
give mortgages, and one of the reasons the audit says — I think it is 
an important question — it says Silverado is trying to not be a typi- 
cal savings and loan. The savings accounts they wish to obtain are 
high dollar institutional accounts. They are attempting to get away 
from small checking and savings account balances to reduce admin- 
istrative costs. 

They have followed this strategy in their portfolio, and commer- 
cial real estate loans, or 99.7 percent of the loans, are over $1 mil- 
lion, which is atypical of S&Ls. 

I did not support the so-called regional Ohio amendment that 
you referred to earlier because I do think the crisis has been and 
may continue to be economic downturns. 

On the other hand, there have been other responsibilities in this 
crisis and I think we are mandated and charged to have oversight 
over those, and I do want to put this management report in the 
record with your permission, Mr. Chairman, thank you. 

[The information referrerd to can be found in the appendix.] 

The Chairman. The Chair had announced earlier that it would 
not recognize Members who came subsequent to that point in 
which we were rounding out the hearings. There is no question 
about it what we end up in getting is going over old ground repeat- 
edly. 

However, the Chair is also not wishing to be arbitrary in denying 
very valuable Members of the committee opportunities to ask ques- 
tions, and I notice that both Mr. Vento and Ms. Pelosi have come 
in. 

Also, the Chair is tom here with the desire to be considerate of 
witnesses who have sat through 

Mr. Vento. I will defer to your comments. I understood that. I 
wanted to get down — but I was busy. 

The Chairman. Mr. Vento is a very, very, valuable Member. He 
is the head of the Task Force that Mr. Annunzio’s subcommittee 
has appointed. So the Chair is willing to allow 3 minutes. 

Mr. Vento. I appreciate that. I am sure I am going to be asking 
questions asked before, but what is the compensation that was re- 
ceived by the directors in terms of Silverado? 

Mr. Wylie. That was asked, and you can read the record. I asked 
the question earlier. 

Mr. Vento. If it is available. 

Mr. Wylie. It is available. 

Mr. Vento. Mr. Chairman, with that, just a comment, that I 
t hink that when this type of compensation is received, that there is 
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something that is supposed to be rendered in terms of judgment. I 
think it is regrettable that for whatever reasons that did not steer 
the policy path in a direction that would have been more responsi- 
ble than a $1.7 billion loss, much of it probably accumulated before 
or under different circumstances than perhaps this set of directors, 
but there is a responsibility that goes with this. 

I think that most of our constituents find it outrageous that 
these types of fees are paid and that in essence the judgment ren- 
dered is less satisfactory. 

I yield back my time. 

The Chairman. Ms. Pelosi. 

Ms. Pelosi. Thank you for the opportunity to ask questions. I 
will not accept your gracious hospitality to do that. I would like to 
ask unanimous consent to submit in writing any questions I may 
have after reviewing the testimony. My line of questioning is relat- 
ed to how the Silverado situation interlocked with the Lincoln Sav- 
ings. Perhaps some of our colleagues have asked questions along 
that line. 

If they have not, that would be my line of questioning. 

The Chairman. Somebody raised that questions yesterday of the 
regulators, but the gentlelady’s request, hearing no objection, it is 
so ordered. 

Ms. Pelosi. Thank you, Mr. Chairman. 

[The information referred to can be found in the appendix.] 

The Chairman. The Chair will ask unanimous consent that all 
Members of the committee be given a reasonable opportunity to 
submit questions in writing to the witnesses. I will advise the wit- 
nesses you will receive a transcript of the proceedings today for 
you to review and correct and so forth, and hopefully whatever 
written questions are submitted, you will have them by then. 

Mr. Vento. Mr. Chairman, I just had called to my attention that 
the question concerning the compensation for the directors was not 
answered. This dealt with the compensation for various officers. 

Ms. Ingels. We answered both. 

Mr. Wylie. I can ask Mr. Vitkus to repeat what he said earlier, 
he said they were getting about $8000 at that time. 

Mr. Vitkus. Were you asking about the directors? 

Mr. Vento. Yes. 

Mr. Vitkus. The directors had annual stipend of $8- or $9000 per 
year plus a per meeting payment of $600 or $600 per meeting. 

Mr. Vento. How many meetings a year? 

Mr. Vitkus. Initially there were quarterly meetings early in my 
career, and it was increased to monthly meetings in the last 2 or 3 
years. 

Mr. Vento. Were there other expenses compensated? 

Mr. Vitkus. Just travel expenses. 

Mr. Vento. Mr. Chairman, maybe they could supplement the 
record with any substantiation that is necessary regarding that if 
they care to. 

Thank you. 

The Chairman. Yes. If the witnesses feel that they want to en- 
large on that or correct, they can do so for the record. 

Mr. Erdreich. 
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Mr. Erdreich. I know we have kept these witnesses long. My 
area of questioning has to do with their knowledge of outside audi- 
tors and their own actual knowledge. I think you have gone over 
that in earlier testimony. I appreciate the opportunity. I will not 
pursue that line. 

The Chairman. Mr. Parris, I notice you came in. I was almost 
unaware that you had slipped in. 

Mr. Parris. Thank you, Mr. Chairman. 

I have no desire to perpetuate this hearing, and I have no ques- 
tions. 

The Chairman. Thank you. 

[The prepared statement of Mr. Engel can be found in the appen- 
dix.] 

The Chairman. Well, ladies and gentlemen, thank you very 
much for your appearance, your cooperation, and your help. The 
committee stands adjourned until further call of the Chair. 

[Whereupon, at 1:45 p.m., the hearing was adjourned, subject to 
the call of the Chair.] 
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OPENING STATEMENT OP HENRY B. GONZALEZ , CHAIRMAN 
BOOSE COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS 

HEARING ON SILVERADO BANKING, SAVING8 AND LOAN 
May 22, 1990 

Tha American taxpayers are facing the possibility of a bill for $500 
billion to clean up the debris left from the Great Savings and Loan Collapse 
of the 1980's. 

Today's hearing — like earlier sessions in this series — is designed 
to give the public some idea of what happened, why the costs were allowed to 
■ount so high and, most importantly, what can be done to make certain that 
there is never a repeat performance. 

Like Charlie Keating's Lincoln Savings and Loan, Silverado Banking, 
Savings and Loan Association roared into the Deregulation Saloon of the 
1980 's with all guns blazing. 

Quickly, Silverado took advantage of liberalized investment rules and 
the relaxed capital and accounting standards. With go-go deregulation in 
vogue, Silverado moved vigorously into loans secured by commercial real 
estate and unimproved land bolstered by inflated appraisals. In the mid- 
1980 's these loans represented almost two-thirds of the institution's total 
assets. The origination fees from this high-risk lending greatly inflated 
Silverado's profit picture. In fact, from 1983 through 1985 the origination 
fees actually were the majority of Silverado's profits. Underneath these 
fees were bundles of soft loans destined to go sour. 

Once again, we must marvel at the seeming inability of the thrift 
regulators to use preventive medicine. Even in the deregulatory atmosphere 
of the 1980 'a, it did not take a regulatory genius to know that Silverado was 
playing an explosive and dangerous game. 
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Growth numbers ware running off the chart — some 350 par cant from 1980 
to 1983. In 1984 , a Iona, tha assets jumped by 250 parcant. Exam Inara vara 
spotting tha problem loans and quastionabla oparating methods, but tha 
dacision makers at tha Topeka Padaral Home Loan Bank and tha Padaral Hose 
Loan Bank Board in Washington could navar maka tha hard dacisions to employ 
strong pravantiva medicine. 

Tha ragulators undoubtedly lavalad a saall forest to provide tha paper 
for tha warnings — tha little "please don't do it again” directives — that 
flowed forth after each visit to the institution. 

Clearly, these "tiptoe through tha tulips” warnings vara not affective 
against tha mind-set of tha Silverado management and board of directors. If 
tha ragulators didn't like a particular brand of explosive, tha Silverado 
management would happily go back to tha storeroom and use another equally 
dangerous mixture. In the end, they ware going to blow tha institution sky- 
high. 

In their prepared testimony this morning, the regulators include this 
understatement : 

"In retrospect .... it is obvious that Silverado's board and 

management merely paid lip service to the serious warnings given 

by tha FHLB of Topaka examiners." 

In 1987 and 1988 — with the patient lying on the oparating table and 
vital signs virtually non-existent — the ragulators started getting a little 
more serious. But, it was too late — another billion dollars of losses was 
headed down the tuba. 

Even in June 1987 with a devastating report in hand, tha Principal 
Supervisory Agent — Kern it Mowbray, President of the Federal Home Loan Bank 
of Topaka — resisted hard-nosed action on ordering reappraisals of property 
in Silverado's portfolio. Summaries of a meeting quota Mowbray as tailing 
his fellow ragulators: "...the FHLB is not going to appraise institutions out 
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of business...", suggesting that economic conditions would improve in 
Colorado and "asset values would recover..." 

Variations of that statement are etched on the tombstone of every 
defunct savings and loan across the nation. 

Mr. Mowbray is the same Federal Home Loan Bank President who approved 
a steady flow of loans from the Topeka Bank to Silverado — loans that along 
with brokered deposits helped fuel the institution's risky adventures. 
Incidentally, the Committee asked Mr. Mowbray to be here this morning, but 
last week he boarded a plane for Greece. I trust the Committee will make 
certain that we have Mr. Mowbray's appearance after he suns himself on the 
beaches of Greece. 

Much of Silverado's high-flying was in the same stratosphere with the 
Lincolns and the Centrusts, but the Denver thrift wins the title for the most 
creative self-financing mechanisms. 

At one point, the institution traded real estate for preferred stock - 
- a device that overnight made the regulatory capital look golden. Later, 
Silverado's dream-team came up with a scheme called " Quid- Pro-Quo " . In this 
gase, borrowers were asked to inflate their loan requests with the surplus 
going into Silverado's stock. A million dollar borrower, asking for a 
sillion dollars, would be handed a loan for $1.2 million — the extra 
$200,000 plowed back into Silverado stock or troubled assets. 

Faced with growing problems in its huge commercial real estate 
portfolio, management decided to throw the loans into a huge pool and sell 
participations in the pool — a scheme management hoped would prevent 
classification of individual assets that had gone bad. They had hoped to 
convince the world's junk bond king — Drexel Burnham — to take a big chunk 
of the pool. Drexel looked at the pool and walked away. Even the junkyard 
4ogs would have no part of this toxic pool. 
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The creative and complex schemes manufactured by Silverado clearly 
confused and overwhelmed the regulatory machinery. At various times, 
everyone from the independent auditors to the Office of Regulatory Policy and 
Supervision (ORPOS) to the Bank Board's chief accountant and the Board's 
Office of General Counsel were running around with conflicting opinions about 
various aspects of the loan pool. On soaie key issues it was ORPOS and other 
Washington staffers saying no to Silverado's position; the General Counsel 
and the Chief Accountant saying yes. Out in the field, the people on the 
firing line had to try to maneuver around the conflicts in Washington. This 
Keystone Kop routine did nothing but aid and abet Silverado's effort to 
obscure its declining financial fortunes. 

Once again, the fail-safe mechanisms failed. Some of the board of 
directors were more interested in their own financial dealings than in the 
health of the institution they had sworn to protect. Other directors seemed 
to accept whatever scheme management put before them — good, bad or 
indifferent. The regulators were painfully timid, hoping that management and 
the board would do the right thing eventually. Pinally, when all was lost 
the regulators became vigorous. But, doctors who show up only at the funeral 
hone aren't much help. 
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THE HONORABLE FRANK ANNUNZIO 
AT HEARINGS ON SILVERADO BANKING 

TUESDAY, MAY 22, 1990 

Mr. Chairman, I want to commend you for holding 
these hearings today. Like your previous hearings on 
particular failed savings and loans, they help us focus 
on what the directors of the institution, the 
regulators, and enforcement agencies did or failed to 
do. 

Mr. Chairman, if it weren’t for the tragic 
consequences to the taxpayers, Silverado would make a 
wonderful, prime-time television soap opera. It would 
rank right up there with "Dallas" and "Falcon Crest". 
But we are not going to have to wait for a fictional 
soap opera to be written, because today and tomorrow we 
will see the real soap opera unfold. 
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We will hear about officers and directors of 
Silverado who used the institution for their own greedy 
purposes. 

We will hear about members of the board of 

directors of that institution who falsified conflict of 
interest statements. 

We will hear about a so-called "quid pro quo" 
program which is nothing more than a scheme of bribes 
and kickbacks which was actively supported, and in fact 
used, by the board of directors. 

We will hear about regulators who failed to 

examine Silverado in-depth for a three-year period. And 
some of the regulators even refused to take action 
against the institution when it was recommended by 
examiners. 

And we will see the beginning of perhaps a coverup 
on the part of the regulators and the Justice Department 
to prosecute those who are responsible for the 

taxpayers* losses at Silverado. 
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Last week officials from the Office of Thrift 
Supervision (OTS) briefed the staff of this Committee 
on Silverado. Officials from OTS began the briefing by 
announcing that Neil Bush, the son of the President of 
the United States, and a director of Silverado, was not 
involved in the collapse of the institution. That was 
an interesting statement, since it will be shown during 
these hearings that Neil Bush went along with the so- 
called quid pro quo program, and that in some cases he 
directly or indirectly received funds from some of the 
loans made to borrowers at Silverado. 

It is also interesting to note that in today’s 
testimony from OTS, Neil Bush’s name is not mentioned 
until page 57, and then the witnesses refused to discuss 
Mr. Bush’s role in the collapse of Silverado, claiming 
that the matter is the subject of a formal 
administrative hearing. 
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This is the same agency that openly discussed 
matters involving Lincoln Savings and Loan and 
Charles Keating, and CenTrust and David Paul. I hope 
that this selective concern for the constitutional 
rights of individuals, on the part of OTS, will not 
affect the legal proceedings if and when they are 
brought before the Justice Department. 

Yesterday, the Office of Thrift Supervision 
briefed members of the press about today’s testimony. 
Why is it that the OTS is so interested in letting the 
press know what went on in Silverado, yet when this 
Committee was investigating Lincoln Savings and Loan and 
CenTrust, OTS gave the press no information. 

Are we seeing an attempt at a coverup by managing 
the news? 

Silverado presents a case where the directors of 
the institution failed in their duties. Loans presented 
to the board for approval were often approved with 
little discussion. 
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The directors apparently never questioned the quid 
pro quo program, in which Silverado loaned money to 
borrowers to indirectly buy stock in the institution. 
This program allowed Silverado to apparently increase 
capital as it added assets to its books. This deceptive 
means of boosting capital was accepted by the Silverado 
board . 

The loans approved by the board were often 
supported by overblown real estate appraisals. The 
appraisers were selected for their creativeness in 
developing methods to support their appraisals rather 
than for the accuracy of the appraisals. No tricks 
escaped them, such as using New York City valuations for 
Denver properties. In one case, the appraiser used the 
New York value for Denver air rights, even though there 
was a 22 year supply of the Denver air rights available. 
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Despite these questionable valuations, the board 
never once raised a question of whether the appraisals 
supported the loans being presented. The loans carried 
origination fees, interest reserves, and funds for stock 
purchases, and "walking -around" money for the borrowers, 
far in excess of the amount of loan the borrower 
originally sought. The Silverado board never questioned 
the appraisals or the loans. 

The board members, including the outside 
directors, had cozy relationships that gave them reason 
not to question the loans presented to them. Often the 
loans were going to benefit other board members or 
projects other board members had an interest in. It was 
easy enough for the board members to go along to get 
along. 
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Where were the regulators and the law enforcement 
officials during the time all this was going on? The 
Federal Home Loan Bank Board conducted a comprehensive 
examination of Silverado in August, 1983. It did not 
conduct another comprehensive examination until 
December, 1986. In the interim there were some targeted 
exams, but in essence, Silverado went without a full 
exam for over three years. Is it any wonder that the 
institution ran wild during that period? 

When the Bank Board examiners finally returned to 
Silverado in late 1986 to begin an exam that was to last 
for over six months they recognized that things were not 
as they should be. In fact they realized that there 
were serious problems, and they began to make criminal 
referrals to the Justice Department. 

Three years after the criminal referrals began, 
not a single officer, director, shareholder or borrower 
of Silverado has been charged with any offense, let 
alone tried or convicted. 
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To date, there have been 11 referrals by the 
Office of Thrift Supervision to various Federal 
government regulatory agencies, including five to the 
Justice Department for criminal action. Some officials 
at OTS have even met with the Justice Department and 
given them a step-by-step procedure for prosecuting the 
Silverado wrongdoers. They showed the Justice 
Department how to make the case and how to win the 
convictions. But so far, Justice has refused to do 
anything. 

Yesterday, I asked OTS to give me the dates when 
the criminal referrals were made to the Justice 
Department. The OTS informed me that the Justice 
Department has refused to allow OTS to release that 
information. I can only wonder, is this part of a 
coverup? 
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The American people are sick and tired of the 
Justice Department being a toy poodle, rather than a pit 
bull, when it comes to S&L crimes. People ask me, when 
are the S&L crooks going to jail? If the Justice 
Department does not investigate the criminal referrals 
that it gets, the answer is never. 

Last year this Committee strengthened the criminal 
laws for financial institution crime. We lengthened the 
statute of limitations for prosecuting the crooks. We 
authorized $225 million over three years to investigate 
the cases. 

The Justice Department Is dragging its feet on 
these cases. It claims it does not need all the money, 
even while cases such as the Silverado criminal 
referrals linger. And do not forget, the Silverado 
losses may be as much as $1 billion. 

The American people want justice done in the S&L 
cases. I hope the Justice Department is listening to 
those cries, and starts giving these cases the attention 
they deserve. 
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Perhaps the only way we can put the savings and 
loan crooks in jail is to replace the Justice Department 
with the Teenage Mutant Ninja Turtles. 
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Silverado Banking/ Savings and Loan Association, 
headquartered in Denver, Colorado, vas a state-chartered stock 
institution Originally incorporated in 1956 under the name of 
Littleton Savings and Loan Association, Littleton, Colorado. The 
following year Littleton vas granted approval for insurance of 
accounts and operated as a traditional hone mortgage lender. In 
the early 1960s Littleton Savings's vas renamed Circle Savings 
and Loan. In the fall of 1970, Circle Savings vas merged vith 
Mile High Savings and Loan of Denver, Colorado, and renamed Mile 
High Circle Savings and Loan Association. In 1974, the 
institution vas renamed Mile High Savings and Loan. 

In June of 1976, W. James Metz acquired 88% of Mile High's 
coaaon stock and in 1981 named Michael Wise president. Metz 
executed the acquisition of Mile High by contributing certain 
aortgage loan servicing rights and all the outstanding stock of 
First American Mortgage Company. In March of 1980, the 
institution's home offices vere relocated to Denver, and Mile 
High vas renamed Silverado Savings and Loan Association. 

From its inception until the early 1980s, Silverado operated 
as a traditional thrift. Hovever, in 1984 Silverado vas 
transformed from a mortgage lender into a high grovth institution 
v ith extensive investments in commercial construction projects 
and land development. Through a series of mergers and 
acquisitions, direct and indirect investments in risky 
construct ion\development projects, Silverado exploded into a $2 
Million institution. 

During the early 1980s, Silverado grev 347 percent in a 
aeries of mergers and acquisitions, amassing $371 million in 
assets by 1983. In February of 1981, FHLBB approval authorized 
-be aerger of Security Savings and Loan Association, vith $90 
aillion in assets, into Silverado. Subsequently, Silverado's 
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name was changed, to its present name, Silverado Banking, Savings 
and Loan Association; the first savings and loan to use the term 
banking in its name. In February 1983, Silverado acquired an 
additional $12.7 million in assets when it received approval from 
its Principal Supervisory Agent to merge with First Summit 
Savings and Loan Association. Later that same year, Silverado 
received approval from its Supervisory Agent to acquire four 
branch offices of Otero Savings and Loan Association, with assets 
totaling approximately $41 million. By merging with smaller 
institutions and acquiring branches of others, Silverado was able 
to increase its asset base approximately $144 million. 

In 1983, Silverado began aggressively pursuing investments 
in commercial property and land development. By December, 
Silverado had increased its portfolio of loans secured by 
multifamily and commercial properties to $100 million, up from 
$19 million one year prior. Additionally, Silverado's 
construction, land development, and land acquisition loan 
portfolio doubled to $42 million. Many of these loans were 
severely criticized by examiners. Independent appraisals, 
ordered by the Topeka Bank in conjunction with its August 1983 
comprehensive examination, led supervisors to concluded that loan 
underwriting was unsafe and unsound due to deficient appraisals. 
That year Silverado reported net income of $4 million, however 
this was due to $5 million on asset sales and $12 million in loan 
fees, and not from primary operations. 

Silverado again realized explosive growth in 1984, 
increasing total assets to $953 million, and increase of $582 
million. More than half of this growth, about 61 percent, was in 
commercial development and land acquisition loans. An additional 
$45 million was composed of net investments in and loans to 
service corporations or subsidiaries whose primary activity was 
land acquisition and development. Asset growth was facilitated 
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through a caries of sal f-f unding capital transactions, advances 
froa the Federal Home Loan Bank of Topeka and brokered deposits. 
Silverado self-funded its capital in a series of transactions 
where a service corporation or a subsidiary would acquired real 
estate froa a developer, with the developer's equity in the real 
•state being paid out in the form of Silverado preferred stock. 
Between September 1984 and April 1985, Silverado self-funded 
$39.5 aillion of its capital base. The institution raised 
additional funds through Topeka Bank advances and brokered 
deposits, $100 million and $112 million, respectively. In a 
special examination commenced August 2, 1984, examiners noted 
underwriting weaknesses, deficient appraisals and inadequate loan 
loss reserves. Examiners reported that the current loan loss 
reserve of $107,000 was inadequate considering Silverado's mode 
of operation and the probability of indicated losses from 
appraisal reports in process. 

Silverado continued to grow rapidly in 1985, again through 
heavy investments high risk construct ion\development projects. 

By concentrating 80 percent of its investments in these types of 
activities, Silverado grew 57 percent from the previous year. 

This year as in previous years, asset growth was funded through 
Topeka Bank advances and brokered deposits. Silverado was 
advanced $220 million from the Topeka Bank and raised $127 
million in brokered deposits through its money desk. Meanwhile 
Silverado was also accumulating a significant number of problem 
assets. During the year scheduled items quadrupled to $88 
million, approximately 6 percent of total assets. Moreover, real 
•state acquired through foreclosure escalated froa $1.7 million 
to $17.7 million. Furthermore, based on independent appraisals 
obtained in conjunction with the prior examination, examiners 
concluded that two projects were overvalued by $6.1 million and 
that valuation allowances should be recorded to correct the 
discrepancy. Silverado was able to report a positive net income 
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of $8 million for the year, but the institution continued to rely 
upon loan fee income and gains on asset sales for profitability. 

During 1986, Silverado's asset base grew an additional $300 
million, most of which was concentrated in 

construction\development loans and investments in subsidiaries 
engaged in real estate acquisitions and land development. 
Consistent with earlier practices, asset growth was funded by an 
increase of $123 million in Topeka Bank advances and $261 million 
in brokered deposits. By the end of 1986, commercial real estate 
and land loans and other investments in land totaled 68 percent 
of total assets. Throughout the year, the quality of Silverado's 
assets continued to deteriorate making it more difficult for the 
institution to meet its capital requirements. In addition the 
institution was unable to make payments on its preferred stock, 
which lead to the formation of a Silverado holding company. 

Control of Silverado Banking was in jeopardy due to a clause 
that permitted preferred stock holders to convert their stock to 
common stock if Silverado failed to make any one of four dividend 
payments. Therefore, Silverado's management created a unitary 
holding company, where Silverado Banking common and preferred 
stockholders would exchange their stock for identical stock in 
the holding company. The difference being the omission of the 
option to convert preferred stock into common stock. 

Silverado, in an effort to increase regulatory capital, 
attempted to circumvent regulatory capital requirements and to 
manipulate financial statements to report a more favorable 
condition, pooled $1,145 billion of its troubled assets into a 
single asset (Loan Pool) , thereby misrepresenting the true amount 
of problem assets on its Thrift Financial Reports, and avoiding 
increases in loan loss reserves. Silverado securitized the Loan 
Pool by issuing senior and junior securities backed by the 
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performance of the underlying assets. The senior interest in the 
pool, approximately $1.1 billion is entirely owned by a Silverado 
subsidiary, although there was an attempt to sell a senior 
interest to a third party. A junior interest in the Loan Pool, 
approximately $45 million, was sold to third parties, but only in 
instances where Silverado required borrowers to use excess loan 
proceeds to purchase an interest in the Pool. 


Other evasive maneuvers include the Silverado Investment 
Coamittee's policy of soliciting borrowers to purchase securities 
or troubled assets of Silverado, using funds provided by the 
institution. This was Known within Silverado as the 'Quid Pro 
Quo" Program. In a typical Quid Pro Quo transaction, a borrower 
would come to Silverado seeking a loan. Silverado would require 
that the borrower borrow approximately 20% more that the amount 
originally sought, and use the excess loan funds to purchase 
securities of Silverado or its holding company, or non-earning 
assets of Silverado. The purpose of the Quid Pro Quo Program was 
to inflate Silverado's capital, operating income, and book value. 

Silverado grew 22 percent, an increase of $398 million in 
assets, primarily concentrated in the investment portfolio, 
during 1987. Silverado pursued a strategy of making large 
investments in mortgage derivative financial instruments. 

Between July 1987 and May 1988, Silverado invested a total of 
$650 million in residual tranches of Real Estate Mortgage 
Investment Conduits (REMIC) and $81 million in stripped interest- 
only and principal-only securities. Residuals are particularly 
risky because they are eligible to receive only such cash flows 
as may remain after all senior interest-holders are paid. 

Residuals entail a high rate of risk because they are extremely 
sensitive to interest rates. When interest rates fall 
significantly, income may be reduced because the underlying 
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mortgagors tend to refinance their debt and the income stream to 
the tranche holders is reduced. When interest rates rise 
significantly, income to holders of residuals may fall because 
payments to holders of senior tranches with floating rates also 
rise, thus rirtucing the amount of income available for payment to 
the residual tranche holder. 

The quality of Silverado's assets deteriorated substantially 
in 1987 as independent appraisals, ordered in conjunction with 
the December examination, identified significant overvaluations 
and deficient appraisals. This prompted the Topeka Bank to issue 
a series of directives restricting the operations of the 
institution in an effort to prevent future losses. Subsequently, 
Silverado was forced to write down many of its assets, and record 
loan losses of $41.4 million. As of December 1987, classified 
assets equaled $492 million or 22 percent of total assets. 
Silverado's half-hearted compliance with supervisory directives, 
caused regulators to negotiate a more restrictive operating 
agreement with Silverado's management. 

During 1988 Silverado recorded loan losses totaling $209 
million, and by June Silverado was materially insolvent. As of 
September 1988, Silverado had negative regulatory capital of $138 
million. Silverado's independent accounting firm proposed in 
April 1988 to express a qualified opinion on the 1987 audited 
financial statements due to uncertain asset values. The Topeka 
Bank rejected this opinion and advised the accounting firm that a 
qualified opinion based on uncertain asset values was 
unacceptable. After Silverado was notified that additional 
appraisals would be ordered, Silverado recognized an additional 
$197 million in loan losses. As a result, Silverado reported a 
net loss for 1987 of $245 million on a GAAP basis. 
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On August 15, 1988, the Colorado Commissioner issued an 
Order of Compliance to Silverado ordering an infusion of $62.1 
million in capital by October 13, 1988. On October 24, the 
Colorado Commissioner informed the Principal Supervisory Agent 
that the State of Colorado would close silverado at the end of 
October, pursuant to the Order of Compliance dated August 15, 
1988. On October 24, 1988, the Supervisory Agent was informed 
that the recommendation to transfer Silverado to FSLIC was 
accepted; however, FSLIC requested that the Topeka Bank seek a 
two month extension from the Colorado Commissioner. The 
following day the Supervisory Agent sent a letter to the Colorado 
Commissioner requesting a 45 day extension on the capital call. 

On November 9, 1988, the Federal Home Loan Bank of Topeka 
submitted a recommendation for the appointment of a receiver for 
Silverado to the Federal Home Loan Bank Board, based the grounds 
that: 

" (1) Silverado is currently insolvent in that the assets 
of Silverado are less than its obligations to creditors and 
others; (2) Silverado has experienced a substantial 
dissipation of assets due to the violation of rules, 
regulations, and the presence of unsafe and unsound 
operating practices; and, (3) Silverado is presently in an 
unsafe and unsound condition to transact business." 

On December 9, 1988, the FHLBB appointed the FSLIC as 
receiver for Silverado. 
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Between Sept 1984 to April 1985 Silverado Self-Funded $39.5 Million of He Capital 






Holding Company Loans 
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Holding Company Loans 

Conflicts of Interests 
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Metz as a director of SFC approved the SFC loan to Wise. 
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■ LOAN PROCEEDS USED TO PURCHASE R.E.O. OR LOAN POOL 
PARTICIPATIONS 


Quid Pro Quo Program 

Loan Proceeds Fund The Purchase of Property Slated tor Foreclosure 
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SILVERADO LOAN POOL 

$1.1 45 Billion 
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SILVERADO TRANSACTIONS WITH RELATED PARTIES 

(CHART NO. 1) 
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SILVERADO TRANSACTIONS WITH RELATED PARTIES 

(CHART NO. 3) 


171 



* * # # 





172 


SILVERADO BAMXZMO, 8AVZMOS AMD LOAM ASSOCZATZOM 



9-19-80 

Joint Comprehensive 

2C 

7-8-81 

Joint Comprehensive 

3C 

4-2-82 

Joint Comprehensive 

2C 

10-29-82 

Joint Special 

2C 

n 

CO 

<M 

•H 

1 

CO 

Joint Comprehensive 

3C 

8-20-84 

Joint Special 

3C 

1-7-85 

Supplemental 

4 


(to 8-84 exam) 


7-22-85 

Joint special 

4 

12-1-86 

Joint Comprehensive 

4 

3-3-88 

Joint Special 

4 

CO 

CO 

< 

in 

*H 

1 

80 

Joint Comprehensive 

5 


Compos it# ratings are an avsrags of ratigns from five 
different areas. Ratings range from 1 to 5 with a rating of 1 
being the best. Ratings 2C and 3C convert to ratings of 3 and 4, 
respectively. 
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SILVEKADO bamxxmo, sayxmqs ud loam association 


INDEX OF KEY SUPERVISORY ACTIONS 

subject Pats al Supervisory Action 


Conflict of 
Interest and 
Insider 
Transactions 

11/14/90 

01/14/87 

04/23/87 

09/18/87 

Self-funded 

Capital 

Transactions 

04/01/85 

04/07/87 

Daficient 

Appraisals 

and 

Underwriting 

Deficiencies 

02/08/83 

11/08/84 

11/13/85 

04/02/87 

07/22/87 

Excessive 

Compensation 

04/10/85 

Silverado • s 
Growth 

09/17/81 

11/13/85 

05/03/88 

Cease and 
Desist Order 
and 

Supervisory 

Agreements 

02/12/87 

08/25/87 

08/06/88 

PSA's 

Consents 

03/10/87 

Improper 
Accounting 
and Mon- 
recognition 
of Losses 

11/17/82 

11/14/86 

01/11/88 


04/10/85 

01/27/87 

07/22/87 

01/05/88 

07/18/86 

04/07/87 

09/05/87 

09/29/88 

04/10/85 

07/22/87 

01/27/87 

11/14/83 

02/07/85 

01/27/87 

04/07/87 

04/19/88 

04/09/84 

04/10/85 

03/11/87 

06/30/87 

08/09/88 

01/27/87 

07/22/87 

11/08/84 

06/03/86 

06/24/88 

01/24/85 

01/14/87 

08/03/88 

03/03/87 

09/15/87 

03/10/87 

10/26/87 

06/30/87 

7/20/88 

06/03/86 

03/10/87 

08/04/88 

11/06/86 

07/22/87 


1 
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High Risk 

09/17/01 

05/29/92 

02/09/93 

Activities 

11/14/03 

!*/•/•* 

05/03/95 


11/13/S5 

11/06/96 

03/11/97 


07/22/17 

09/03/99 

05/03/99 

06/24/99 

Relationship 

07/19/96 

01/27/97 

09 / 05/97 

Kith Other 
Institutions 

03/07/99 

10/19/99 
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11 / 24/80 


09 / 17/81 


05 / 28/82 


11 / 17/82 


02 / 08/83 


8XLVXSAD0 BANKING, 8*71*00 AMD LOAM ASSOCIATION 

SUPERVISORY CHRONOLOGY 


9/19/80 examination report identified a conflict 
of interest involving a service corporation loan 
to W. James Metz, Chairman of Board. Composite 
rating of 3C assigned by examiners. 


7/8/81 examination report identified the 
following: 

— Silverado had grown fourfold since last exam. 
— Reported net loss for first half of the year. 
~Net worth at 6/30/81 had declined to 2.46% of 
total assets from 4.45% at 8/30/80. 

— Growth funded with jumbo certificates of 
deposits. 

— Operating expenses twice that of peer group. 
—Composite rating of 3C assigned by examiners. 


4/2/82 examination report identified the 
following: 

— Level of regulatory capital reported to be below 
that of peer group. 

— Practice of accepting notes & deeds of trust 
in lieu of cash for loan commitment fees. 

— Composite rating of 2C assigned by examiners. 


Supervisory Action letter notified Silverado that 
the FHLBB accountants determined Silverado's 
accounting treatment for commitment fees not 
appropriate for RAP purposes. 


10/29/82 examination report identified the 

following: 

— Significant underwriting deficiencies. 

— Prepayment of management fees. 

—Origination of loans in excess of sales price. 

—Weak appraisals; examiners noted that Silverado 
appeared to acquire appropriate loan 
documentation after loans had been originated or 
committed to. 

— Composite rating of 2C assigned. 
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11/14/83 


04/09/04 


11/08/84 


01/24/85 


02/07/85 


8/12/83 examination report identified following: 

— Silverado continuing with high-risk lending 
program involving major construction and 
development projects. 

— Significant underwriting deficiencies centering 
around deficient appraisals and lack of 
compliance with FHLBB Memorandum R41b. 

— Examiners deemed underwriting for 14 selected 
loans to be unsafe and unsound. 

— Composite rating of 3C assigned. 


Director of Examinations notified Silverado that 
independent appraisals were being ordered by the 
Topeka Bank on the collateral securing loans as 
recommended in the 8/12/83 exam. (See 11/14/83 
entry) 


8/2/84 examination report identified the 

following: 

— In 12 month period ended 7/31/84, Silverado 

originated 83 loans in excess of $1 million each 
and totaling $373 million. New loans were 
concentrated in commercial real estate and 
construction projects. 

— GAAP net worth was only 0.6 % of total assets as 
of 7/31/84. 

— Reserves of $107 thousand for loan losses 
inadequate . 

— Certain new loans had underwriting weaknesses 
primarily due to deficient appraisals and 
feasibility. 

— Composite rating of 3C assigned. 


Silverado met with Supervisory Agent and presented 
plan to increase liabilities by 57% during year to 
fund purchases of large amounts of commercial real 
estate. Deposit growth would be accomplished by 
establishing money desk. Plan withdrawn on 4/26. 
Silverado's liabilities grew at an annual rate of 
138% during 1st quarter of 1985. 


Supplemental exam. Report as of 1/7/85 indicated 
losses totaling $6.1 million on two projects based 
on independent appraisals. Composite rating of 4 
assigned. 
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04 / 01/85 

04 / 10/85 

04 / 10/85 

05 / 03/85 

05 / 24/85 

07 / 02/85 

10 / 28/85 


Supervisory Agent submitted documentation on 
Silverado's exchange of stock for land to FHLBB 
Office of General Counsel to review legality of 
transactions. FHLBB' s Special Counsel (H. 
Quillan) advised that legal objections did not 
appear evident. 


District Appraiser reviewed appraisals obtained in 
the stock for land exchanges and found them 
acceptable with limitations. None of the 
appraisals included information required by FHLBB 
memorandum R38 regarding developability . 

Limitations included, lack of marketability or 
feasibility studies and in some cases dissimilar 
"comparables" were used. 


Silverado applied to include $4.5 million in 
subordinated debt issued to four officers as 
regulatory capital. Application indicated 
officers purchased debt. Subsequent exam revealed 
debt was issued in lieu of additional salary and 
accounted for as prepaid compensation. 


Silverado advised Supervisory Agent of developing 
problems with $55 million investment in EPIC 
securities held in participation with Beverly 
Hills S6L. 


Silverado submitted 1985 business plan. Principal 
Supervisory Agent approved business plan on 7/9/85 
on the condition Silverado maintain a regulatory 
capital to total liabilities ratio of 5% at end of 
each quarter. 


Principal Supervisory Agent approved $4.5 million 
subordinated debt application of 4/10/85. 


Principal Supervisory Agent received letter from 
Silverado comparing performance vs. 1985 business 
plan. Significant variances included credit 
losses greater than projected, earnings were 
greater due to the sale of assets, and regulatory 
net worth would equal 4.6% of total liabilities by 
12/31/85. 
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11/13/85 

06/03/86 

06/27/86 

07/18/86 

08/31/86 


7/22/85 examination report indicated: 

— Strong deposit growth enabled aggressive lending 
program in commercial real estate. 

— Appraisal deficiencies continued. 

— Concentration of high-risk loans, equal to 66% 
of total assets. 

— Substandard assets equal to 22% of total assets. 

— Net indicated losses were $10.6 million (16.5% 
of regulatory capital) . 

— Silverado assigned composite rating of 4. 


Silverado presented revised business plan for 1986 
due to an increase of $41 million in loan loss 
allowance as of 12/31/85, required by independent 
accountants. Plan provided for issuance of $120 
million in subordinated debt qualifying as 
regulatory capital. This increase in capital 
would support an increase in assets up to $2 
billion by end of 1986 (annualized growth rate of. 
35%) . 


FHLBB approved formation of unitary holding 
company, Silverado Financial Corporation. 


Silverado withdrew application for issuance of 
$120 million in subordinated debt and submitted 
new application for issuance of subordinated debt 
totaling $70 million, $14 million issued to an 
affiliate of MDC Holdings, Inc. through private 
placement. Principal Supervisory Agent approved 
this debt for inclusion in regulatory capital. 


Silverado withdrew application to sell additional 
$56 million in subordinated debt when it became 
evident application would not be approved. 
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11 / 06/86 


11 / 14/86 


01 / 14/87 


01 / 27/87 


Based on information provided by Silverado, 
Supervisory Analyst expressed cause for concern 
over: 

— The type of loans being made. 

— The continued concentration of credits and 
commercial real estate. 

— The apparent postponement of loss recognition 
to enable Silverado to continue to make large 
construction\development loans. 

Supervisory Agent directed Silverado to recognize 
approximately $10 million in appraised losses for 
restructured loans. This recognition of losses 
would make RAP loan loss reserves more closely 
approximate GAAP reserves. 


Supervisory Agent met with Silverado. Subjects 
discussed included December 1986 sale of stock (to 
Mr. Walters) which Supervisory Agent believed 
required Silverado to file a change of control 
application and business plan which projected 
growth of $2.5 billion by 1987 and $3.5 billion by 
end of 1988. Silverado told to file formal growth 
application prior to undertaking growth. 


Two interim examination reports raised the 

following concerns: 

— Volume of forward commitments exceeded 
regulatory limitation in 1986. 

— Four seriously deficient appraisals noted, 3 of 
which involved transactions with Mr. Walters. 

— Excessive compensation to executive officers. 

— Transactions with insiders, including Walters, 
Good, and MDC. 

— Holding company loans to Chairman Wise and 
principal owner Metz. 

— Composition of regulatory capital. 

— Lack of appraisals for service corporation 
investments • 

— Asset quality. 

— Misrepresentations on subordinated debt 
applications. 


5 



180 


02/12/87 


03/03/87 


03/10/87 


03/11/87 


03/23/87 


04/2/87 


Various Topeka Bank officials met to discuss 
concerns with Silverado. General agreement 
reached that a cease and desist was appropriate 
supervisory response. FHLBB 's OE and ORPOS 
contacted, made aware of concerns and planned 
supervisory actions. 

Assistant Director of Reg. Ops.- ORPOS notified 
FHLBB chief of staff, FSLIC, OE, and others that 
Supervisory Agent was working with OE to prepare a 
cease and desist order and that the planned 
supervisory action was appropriate. 


Topeka Bank and FHLBB officials met with 
Silverado's board to discuss supervisory concerns: 

— Silverado agreed to reduce the $4.5 million 
subordinated debt included in capital to only 
the vested portion. 

— Silverado agreed that the payment of dividends 
from the self-funded sale of stock violated 
regulations and would be reversed. 

The Pri nci pal . s up erv isory A gent d id not allow the 
cease and desist order to be presented at this 
meeting based on the need for completion of the 
current exam to evaluate the safety and soundness 
issues. Accordingly, the Supervisory Agent issued 
a supervisory directive covering supervisory 
concerns. 


Correspondence between Silverado and Supervisory 
Agent relative to loan commitment for $73.8 
million to SDC Land Partners, LTD. Supervisory 
Agent questioned basic underwriting of this loan 
and based on subsequent appraisals, directed 
Silverado to post a loss of $41 million. 


Silverado wrote to Supervisory Agent in essence 
agreeing with all concerns discussed on 3/10/87 
and that corrective action would be taken. 


Assistant Director of Examinations notified 
Silverado that 18 unacceptable appraisals had been 
identified during the course of the current exam. 
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04/07/87 


04/23/87 


06/30/87 


07/22/87 


The Principal Supervisory Agent and Supervisory 
Agent net with Silverado to discuss, among other 
natters, the December 1986 stock for land 
transactions. Supervisory Agent stated that 
preliminary findings indicated that the appraisals 
may have overinflated values. Silverado also 
presented a proposal to acquire Topeka Savings and 
Loan. The Supervisory Agent and Supervisory 
Analyst advised the Principal Supervisory Agent 
and the Director of Agency Functions that existing 
supervisory concerns precluded Silverado from 
acquiring another institution under any 
circumstances • 


FHLBB approved a formal examination under Section 
407 (m) 2 of the National Housing Act to review 
matters discussed in interim report of 1/27/87. 


During Topeka Bank meeting to discuss problem 
cases within District, Principal Supervisory Agent 
was told that examiners were not able to pin down 
losses at Silverado without reappraisals. 

Principal Supervisory Agent stated the Topeka Bank 
was not going to appraise institutions out of 
business as he believed the adverse economic 
ggnditipn? in Colorado were short-term and mat 

values would recover. Based on supervisory 
concerns, Director of Examinations ordered ten 
test appraisals. 


12/1/86 examination completed. Report identified 
many areas of concern and regulatory violations. 

— Self -funding of stock sales. 

— Sales of junior participation interests in Loan 
Pool. 

— Unreported change in control (Mr. Walters) . 

— Conflicts of interest and self-dealing. 

— Excessive compensation. 

— Excessive credit risk and loan concentrations. 
— Misrepresentation on subordinated debt 
applications. 

— Poor underwriting and severely deficient 
appraisals. 

— Lack of adequate supporting documentation. 

— Preferential terms on loans to officers. 
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Of/ 2 5/ • 7 

09/05/87 

09/15/87 

09/18/87 

10/26/87 

01/05/88 

01 / 11/88 


— Frtpayitnt of holding c o^p i ny dividends fro* 
funds indirsctly dorivod from Silverado. 

— Inaccurate financial reporting. 

— Substandard asset classifications in excess of 
26% of total assets. 

—Losses exceeding $43 million. 

— Failure to meet minimum regulatory capital when 
asset classifications outlined in report were 
considered. 

Supervisory Agent met vith Silverado's board to 
discuss exam report as of 12/01/86. board told 
that institution would be given an opportunity 
to execute a supervisory agreement to avoid 
initiation of a cease and desist order. 


Topeka Bank Agency Functions' legal counsel 
contacted Deputy Director of OE to advise that 
407 (m) investigation move forward as soon as 
possible and should center around transactions, 
involving Walters, Good and MDC. 


Supervisory Agent sent supervisory agreement to 
Silverado. 


Agency Functions' legal counsel wrote to Deputy 
Director of OE recommending that 407 (m) 
investigation also look at transactions between 
Messrs. Wise and Good, and transactions between 
Mr. Good and Mr. Neil Bush. 


Silverado's Board executed Supervisory Agreement 
(entitled: Operating Agreement). 


Supervisory Agent and Agency Functions' legal 
counsel met with OE attorneys to elaborate on 
transactions discussed in memorandum of 9/18/87 
re: Wise, Good, and Neil Bush. 


Supervisory Agent directed Silverado to 
immediately recognize asset classifications 
outlined in report as of 12/1/86. Supervisory 
Agent noted that large amounts of problem assets 
threatened future viability of Silverado. 
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03 / 07/88 


04 / 19/88 


04 / 20/88 


04 / 25/88 


05 / 03/88 


05 / 03/88 


06 / 08/88 


06 / 10/88 


Supervisory Agent called by a Supervisory Agent 
from the Federal Home Loan Bank of San Francisco 
who requested that scope of exam at Silverado be 
expanded to include transactions with MDC as far 
back as 1985 based on ongoing work, by San 
Francisco Bank, on transactions between Lincoln 
Savings and MDC. 


Supervisory Agent notified by Silverado that 
independent auditors were planning on issuing a 
qualified opinion based, among other matters, 
upon the uncertainty of asset values. 

Report on limited exam as of 3/3/88 to determine 
compliance with supervisory agreement and other 
matters was completed. 


Independent auditors are advised by the Director 
of Examinations that a qualified opinion based 
on the uncertainty of asset values was 
unacceptable. 


Due to Silverado's failure to meet minimum 
regulatory capital, and deteriorating financial 
condition, Supervisory Agent directed Silverado 
to immediately limit its liability growth with 
certain exceptions. 

Supervisory Agent directed Silverado not to 
accept any additional brokered deposits and to 
reduce such deposits below 5% of total deposits. 


Silverado notified Supervisory Agent of a 
default on $74.8 million loan extended to SDC 
Land Partners, Ltd. To date, $52 million had 
been funded. 


Supervisory Agent directed Silverado to 
establish a specific reserve of $42.6 million 
against loan to SDC. 
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06 / 24/88 


06 / 24/88 


07 / 19/88 


07 / 20/88 


08 / 03/88 


08 / 04/88 


Supervisory Agent letter to Silverado, noted 
that the institution had acquired more than $600 
million in REMIC residual investments and that 
this was an unhealthy concentration given 
Silverado's capital, which was insufficient to 
support that level of investment. Accordingly, 
the Supervisory Agent directed Silverado not to 
acquire any further REMIC investments or any 
other form of mortgage-derivative financial 
instruments . 


Supervisory Agent directed Silverado to 
establish specific reserves of $21.7 million on 
two real estate properties. 


Supervisory Agent and Agency Functions' legal 
counsel met with management and representatives 
of Silverado to discuss Silverado's financial , 
condition. Regulatory capital was a deficit $23 
million and GAAP capital was a deficit $186 
million as of 6/30/88. 


Supervisory Agent met with other officials of 
the Topeka Bank to discuss divestiture of REMIC 
portfolio. Principal Supervisory Agent objected 
to Supervisory Agent's plan for Silverado to 
divest REMIC investments, stating that the 
Supervisory Agent was projecting interest rates. 


Silverado proposed purchasing $100 million in 
additional REMIC residuals. Supervisory Agent 
informed Silverado it did not have the capital 
base to invest in volatile investments like 
residuals and that its current level of residual 
investments was too high. (See 6/24/88 consents 
above . ) 

Supervisory Agent's review of subpoenaed 
documents disclosed that Silverado had reversed 
$13.3 million in loan loss allowances rather 
than $2.7 million previously reported in the 
12/31/86 income statements. Also, Silverado had 
not recognized losses on restructured loans in 
the appropriate accounting manner during 1986. 
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08/06/88 

08/09/88 

09/12/88 

09/29/88 

10/17/88 

10/18/88 


Silverado's board held a special meeting to 
execute consent agreement. The consent 
agreement implemented very strict operating 
conditions on Silverado. 


Supervisory Agent met with appraisers who valued 
land used as collateral on SDC loan. Appraisers 
agreed that value was significantly less than 
their original value. It was learned that 
borrower withheld a sales contract from the 
appraisers. This information would have 
adversely impacted appraisers' valuations. 

Supervisory Agent notified FSLIC that Silverado 
should be transferred to the FSLIC for 
resolution. 

Supervisory Agent updated Chairman of FHLBB and 
others of status of Silverado. The Supervisory 
Agent estimated the "hole" at Silverado to be 
about $400 to $600 million. 

Supervisory Agent also updated Chairman of FHLBB 
on status of 407 (m) examination and advised 
that certain transactions undertaken by, or on 
behalf of Director Bush were of significant 
supervisory concern. 


Silverado attempted to work out an arrangement 
on the SDC loan whereby Silverado would release 
Mr. Sullivan from all claims in return for deeds 
to the subject property. Supervisory Agent 
objected to this arrangement. 

Supervisory Agent and Examiner In Charge on the 
Silverado examinations attended meeting called 
by the Federal Home Loan Bank of Dallas to 
discuss transactions between MDC, Silverado, 
Lincoln, and San Jacinto Savings. ORA officials 
advised that they were looking for evidence of a 
"daisy chain" between these entities and whether 
securities has been "parked" by Drexel Burnham 
or other brokers. 
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10/21/88 


10 / 24/88 


11 / 09/88 


12 / 09/88 


Colorado Commissioner informed Principal 
Supervisory Agent that the State os Colorado 
would act to close Silverado by end of month due 
to Silverado's failure to infuse new capital as 
required by State. 


Due to FSLIC's inability to accept receivership 
of Silverado in October, FSLIC requested the 
Topeka Bank to obtain two-month extension from 
State Commissioner. 


Principal Supervisory Agent submitted 
recommendation to FHLBB that receiver be 
appointed for Silverado. 


FHLBB appointed FSLIC as receiver for Silverado. 


12 
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TO: Republican Members 

Committee on Banking, Finance and 
Urban Affairs 


FROM: Minority Staff 

SUBJECT: Background Information for Silverado Hearings 


On Tuesday and Wednesday May 22nd and 23rd the full Banking 
Committee will be holding hearings on Silverado Banking, Savings 
and Loan Association ("Silverado"). This memorandum will briefly 
discuss many of the items that may be reviewed at these hearings. 


I.) SILVERADO ' S SUPERVISORY HISTORY 

Silverado was a state-chartered stock form thrift located in 
Denver Colorado that was originally chartered in 1956. The 
thrift was a relatively small institution with mediocre 
performance through the late 1970's and was known as Mile High 
Savings. Mile High was generally unprofitable and experienced 
the interest rate mismatch problems common to the thrift industry 
during this time period. Beginning in 1976 and continuing until 
the institution's insolvency, the thrift's majority shareholder 
was W. James Metz who held 88 percent of the institution's common 
stock. In the late 1970's and early 1980's, Mile High made 
several acquisitions of smaller, failing institutions. Mile 
High's acquisitions placed significant amounts of goodwill on the 
thrift's balance sheet. The thrift's primary regulator, the 
Topeka Home Loan Bank, was opposed to the mergers given the 
thrift's earnings problems. These acquisitions caused the 
Institution to grow significantly in size without increasing its 
tangible capital. The thrift changed its name to Silverado 
Banking, Savings and Loan Association in 1982. 
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Michael visa joined tha inatitution aa President lad C80 
in 1979 and bacaaa Chairman of ita Board of Diractora In 19i2. A 
aariaa of regulatory problama davalopad during this period. 
Supervisory concerns vara constantly being raised by tha Federal 
Hone Loan Bank of Topeka regulators; however, no formal 
enforcement action was taken until much later. Thm FHLBB's 
Office of Compliance investigated conflict of interest charges 
against Wise and Nets as early as 19S1. Internal FBLBB Memoranda 
from that time seem to Indicate a finding of some culpability, 
but no formal action was taken. 

From the end of 1980 through 1983, the institution began to 
grow significantly. By year end 1983, Silverado had total assets 
of $371 million, a 347 percent increase from 1980. Silverado 
doubled in size in 1984 and continued its phenomenal growth 
through year-end 1986. During this tine period Michael Wise 
became known as an innovative financier and was very active in 
industry trade groups. Additionally, he was President of the 
Federal Reserve Board's Thrift Advisory Council in 1987. 

Wise was joined at Silverado in 1984 by Robert Lewis who 
became the thrift's executive vice-president and chief financial 
officer. Levis had formerly been Silverado's senior auditing 
partner with the thrift's independent auditors, Ernst i Whinney 
("E*W"). 

Under wise and Lewis, Silverado Increased its capital to 
sustain its high growth using certain questionable practices. 
Foremost among these practices was the "quid pro quo" program. 
Under this program, Silverado would work a deal with a borrower 
whereby Silverado would fund the borrower's request plus include 
a premium. The borrower would have to agree to use the premium 
to buy stock in Silverado, thereby nominally increasing the 
thrift's capital structure. In reality, this is considered a 
sham transaction and the monies reinvested back into the thrift, 
as a result of the quid pro quo, should not have been counted as 
capital. 

In addition, the thrift increased capital through reel 
estate for stock deals. In that situation, an "Investor" would 
give the institution real estate in exchange for preferred stock. 
This was not an uncommon practice in the thrift industry. The 
key to such a transaction is to properly appraise the value of 
the real ..estate and ensure that the deal is completed as an arms 
length transaction. Silverado entered into real estate for stock 
transactions with certain of its major borrowers. This was a 
device that the institution used to restructure nonperforming 
loans and end up increasing its regulatory capital. 

Finally, in mid year 1986, Lewis conceived of the loan pool 
concept. The loan pool worked similarly to the quid pro quo 
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program, except that the borrower did not invest in Silverado 
stock, but instead took a junior participation in a pool of both 
performing and nonperforming loans. The pool concept permitted 
the institution to shelter nonperforming loans and avoid any 
depletion of regulatory capital due to charge-offs. Such a 
practice would be permissible if the investors in the loan pool 
were truly independent investors who entered into the transaction 
based on an arm's length agreement. However, examiners later 
discovered that this had not occurred. 

During late 1986, problems began to surface internally at 
Silverado. The Denver economy was in the midst of a severe 
downturn and real estate values were falling drastically. Due to 
disagreements concerning loan loss reserves, Silverado fired its 
independent auditing firm, Ernst t Whinney, and replaced them 
with Coopers and Lybrand. Coopers' Denver office at the time had 
absolutely no expertise in auditing thrift institutions and in 
fact Silverado was the Denver office's only thrift client. 
Coopers subsequently reversed certain losses for 1986 recorded by 
E6W and based on the thrift's restated financial picture for that 
year, significant bonuses were paid to senior management. 

On December 1, 1986 the Federal Hone Loan Bank of Topeka 
( ■ FHLB-Topeka" ) began a formal, comprehensive examination of 
Silverado. This exam almost immediately began to reveal 
supervisory problems at Silverado. The examiners determined 
that: 1) Silverado had directly and indirectly provided the funds 
for its own capital infusions contrary to applicable regulations; 
2) The thrift effected transactions to produce sales of junior 
participation interests in the loan pool that were not at arm's 
length; 3) Silverado had submitted misleading subordinated debt 
applications; 4) Certain senior officers had personally 
ben* fitted from inordinate compensation and from loans structured 
with preferential terms or contrary to regulation; and 
5) Serious deficiencies existed in the underwriting of loans and 
acquisition of real estate. 

The FHLB-Topeka sought a meeting with the Silverado Board on 
March 10, 1987. At that meeting, the supervisory concerns were 
discussed. The FHLB-Topeka had initially intended to seek a 
cease and desist action that day, but relented on such an 
enforcement action at the direction of FHLB-Topeka President 
Hermit Mowbray. Questions have been raised as to why Mowbray 
made the»decision to relent on the cease and desist action. 
Instead, the FHLB-Topeka regulators placed the institution under 
a supervisory directive whereby all major transactions initiated 
by Silverado had to be approved by the FHLB-Topeka. This 
directive, although a more mild remedy than a cease and desist 
order, is said to have effectively brought the institution under 
control • 
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The Dtnvtr real Mtatc sarkct continued to do tori ora to. 

Based on the 12/1/S* examination, completed in the summer of 
1967, Silverado was forced to recognise dramatic losses. 

Moreover, the FHLBB began an investigation pursuant to its 
authority under Section 407 of the Home Owners Loan Act (a so- 
called "407" investigation) into alleged misconduct by certain 
individuals at the institution. 

In October, 1967 the institution agreed to sign an 
"Operating Agreement" that contained far greater oversight of the 
thrift's activities by the regulators than under the supervisory 
directive. The Operating Agreement included prohibitions on the 
thrift violating FHLBB conflict of Interest regulations to which 
the institution agreed. 

Beginning in 1986, adverse news stories began to appear 
about Silverado in the Denver press. The thrift experienced 
severe deposit outflows throughout the year culminating in a 
small scale run on the institution in August, 1988. At that 
time, the Silverado Board agreed to a Consent Agreement that 
effectively placed Silverado in conservatorship. The FHLBB spent 
the remainder of 1988 looking for a purchaser to buy the 
institution. In December 1988 a FS LI C- assisted deal was reached 
whereby the institution was effectively acquired by First 
Nationwide, a subsidiary of Ford Motor Co. 

II.) OTHER ISSUES 

A.) Nell Bush Transactions 

Neil Bush was an outside director of Silverado from 1985 
until August, 1988. Pursuant to the OTS 1 investigation of 
Silverado, certain allegations have been made concerning his 
activities as a director at the institution. The allegations 
center on whether Bush had to sore fully disclose his business 
relationships with certain major borrowers of Silverado, even 
though in most cases he did abstain from voting on these 
borrowers' loans when they came before the board. The OTS filed 
a Notice of Charges seeking a Cease and Desist Order against Bush 
in February, 1990. The OTS publicly announced the Notice of 
Charges against Bush. (To the knowledge of the Minority staff, a 
Notice of Charges against an individual or an Institution has 
never previously been publicized by any financial institution 
regulatory Agency.) While all of senior management at Silverado 
and certain inside directors have been banned from the industry 
for life, the OTS is seeking a far lesser penalty against Bush 
because he in no way benefitted from the challenged transactions 
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it the institution and tha institution did not suffer lossas 
attributabls to his actions. Tha casa is basad on highly 
tachnical violations and appaars in many ways to ba a casa of 
first impression. bush has dacidad to vigorously contast tha 

casa. 


B. Walters, good and MDC Transactions 

.. Several of tha sost controvarsial transactions at Sllvarado 
daalt with loans to Bill Waltars and Kan Good. Both of thasa 
Individuals vara larga scala Danvar davalopars that bat haavily 
on raal astata appraciation around a proposad nav Danvar airport. 
Walters and Good vara also linitad partnars in Nail Bush's oil 
axploration firs. 

MDC Holdings and its chairman Larry Mizel also had cartain 
controvarsial raal astata daalings with Silvarado. MDC is ona of 
tha largast hosa buildars in tha country through its Richmond 
American Hosa subsidiaries. It is alleged that Silverado, MDC 
and Lincoln Savings vara flipping raal astata between each other 
to artificially appreciate tha v.alua of tha raal astata parcels. 
Additionally, MDC and Lincoln both had significant relationships 
vith Michael Milken and Drexel Burnham Lambert, Inc. It should 
ba noted that there is no evidence that Silvarado itself was 
involved in tha junk bond market. 

C. Sullivan Transact ions 

Mr. John Sullivan was a partner of SDC Land Properties which 
owned four properties in tha Port Worth, Texas area. Tha four 
properties vara City View (tha largast) , Mayfield, Baird Perm, 
and Bert and Davis. Silvarado made a loan of $73.8 million to 
SDC Land Properties for tha purpose of mortgage financing on tha 
four properties listed above. Silvarado appraised tha value of 
the four properties at $143 million; however, an appraisal by tha 
Paderal Home Loan Bank Board placed tha value of tha properties 
at $53.2 million. Subsequently, tha Bank Board directed 
Silverado to sat aside a loan loss reserve of $41.7 million. 

Of the $73.8 million that was loaned to John Sullivan, $23 
million vent directly to Sullivan for personal use, $7.8 million 
was used to purchase an interest in Silverado's loan pool, and 
only $9 million was used for development on tha properties. Tha 
rest of the money vent to fees, a line of credit, and debt 
servicing. The Sullivan loans are tha largast single loss item 
at SilveEsdo. 


Zf you have any questions or need further information on 
Silverado, please contact Joe Seidel (X6-3241), Jim Hyland (x5- 
22SS) or Mike HoGarry (X6-7850) . 
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Office of Thrift Supervision 




FOR RELEASE at lit 19 a. a. EST 
Wednesday, January 10, 1990 
0T9 90-4 


For further information : 
Contacts Ton Nason 

(202) 90S-SS7? 


ram iilyimbq ma 

Knmmw to measiri* nsnrs 

WASHINGTON , D.C. , Jan. 10 — Two foratr officers and direct ora of 
Silverado Banking, Savings and Loan Association, Denver, Colo., have 
agreed to OTS consent orders, without admitting any wrongdoing, that 
prohibit thee free working for federally insured financial 
institutions without prior approval of the appropriate regulatory 
agency. 

The office of Thrift Supervision reached the settlement with 
Richard X. Vandapeol, former board vice chairman and chief operating 
officer of Silverado, and Robert N. Lewis, former board vice chairman 
and chief financial officer. The thrift was placed into receivership 
in December ItSS. While an OTS investigation was still under way, 
Lewis and Vandapeol consented to the issuance of the order without 
admitting any wrongdoing. 

Federal examiners had expressed grave concerns over the soundness 
of Silverado's management in the months before its dosing, OTS said. 

- more - 
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Sllvinde lYtet ... 2 

The relators vtra pirtiouUrly eoneam#4 about vhat thay ballavad to 
bo excessive concontrotion in coaMrcial loans in • depressed market, 
an unusually large nueber of p rob Ion transactions with related portion 
such os shereholders, offieors and directors, and doficioncios in 
assessing tho eroditvorthinoss of borrowers. 

ots is considering what action should bo taken against any othor 
forsor Silvorado directors and senior management. Tho agency 
anticipates the initiation of other prohibition actions in the near 
future . 

(Further questions about Mr. Levis can be answered by his 
attorney, MicheeX lender, of Denver, Colo., (303) •3X-4510.) 

• •I 
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Office of Thrift Supervision 

lToonwt aw, m— wtu. set 


NEWS 

ot» «m mrt 


FOR RXLXAJI at 12(90 p.a. KIT For further informations 

Thursday i January 11, 1110 Contacts Ton Mason 

OTI 90-S (202) 90S-SS77 


THIRD flll.VPAM OFFICII 

ig im ta rr Mt>w 

waimimgton, D.C., Jan. 11, 1990 — Michael R. wise, former 
chairman and chief executive officer of Silverado Ranking, Savings and 
Loan Association, Denver, Colo. , has signed a consent order 
prohibiting his fros working for any federally insured financial 
institution without the prior approval of the appropriate regulatory 
agency. 

Xn signing the oonsent order issued by the office of Thrift 
Supervision (OTS) , Wise denied any wrongdoing and maintained that he 
had consented to avoid the ties and expense that would be Involved in 
litigating the ease. 

He is the third former officer and director of failed Silverado, 
which was taken over by federal regulators in Deoember 19SS, to be 
banned from the Industry by OTS as a result of their activities at the 
thrift. The other two settlements, announced Wednesday by OTS, were 
with Richard X. Vandapool and Robert M. Lewis, both former vice 

- more - 
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Third sxeo - 2 

chairmen and officers of Silverado. These action# result from 
cooperative investigatory work by tha staff of OTS Enforcement and tha 
Topaka District Offica. 

OTS said fadaral examiners had expressed grava concern about the 
soundness of Silverado's management in tha months before its closing. 
Their concern cantered on what they perceived to be too great a 
concentration of business in commercial loans in a depressed market; 
an exceptionally large number of problem transactions with related 
parties, such as shareholders, officers and directors; and 
deficiencies in assessing the creditworthiness of borrowers. 

Silverado wee put in receivership on Dec. 9, 19SS, 
and its insured despot its transferred to a newly chartered thrift, 

Nile High Federal Savings and Loan Association. On Dec. 30, 1988, Nile 
High was acquired, along with three other thrifts, by First Nationwide 
Plnancial Corporation, a subsidiary of Ford Hotor Co. 

ots is considering what action should be taken against any other 
foreer directors and members of Silverado's senior management. The 
tgsncy anticipates the initiation of additional prohibition actions in 
the near future. 

• If 



196 



NEWS 

mm r r 


ran release at ions a.i. rst 

Friday, January 19, 1990 
OTS 90-12 


For furtHor information t 
Contact: Karl Hoy la 

202/906-6904 
William Fulvidar 
202/906-6913 


rOPHTH SILVERADO OFFICIAL SUMS 
QBDE&l TMVMTiaaTICMi comtimpes 


WASHINGTON, D.c. , Jan. 19, 1990 — Formar Silverado Savings 
diractor and majority stockholder, W. Jamaa Nats, today bacama tha 
fourth formar official of tha failad thrift to ba prohibited from over 
working for any fadarally insured financial institution without tha 
prior approval of tha appropriate regulatory agency. 

Mats agreed to a consent prohibition order without admitting any 
wrongdoing, tha office of Thrift Supervision announced. The egenoy's 
Enforcement Review Committee approved tha action Thursday evening, and 
tha final order was served Friday. 

Meanwhile, tha OTS investigation of silvarado involving formar 
director. Wail Bush, is continuing. The Enforcement Review Committee 
is tentatively scheduled to reconvene next Tuesday afternoon after its 
neabers and other OTS officials have had an opportunity to review 
Information presented to them Thursday evening by agency 
investigators. 

- more - 



Enforcement order - 2 

OTS lest week announced ooneent orders against Michael R. Miss, 
former chairman and chief executive officer of the thrift, and Richard 
X. vsndepool and Robert M. Levis, both former vice chairmen. The 
prohibition order is the seme for all four individuals. The 
investigation has been a joint effort of the OTS Office of Enforcement 
in Washington and the OTS Topeka District Office. 

The investigation grew out of the failure of Silverado Banking 
savings end Loan Association, Denver, in late 19SS. Regulators took 
control of the institution on Dec. 9, 1911 and subsequently sold it to 
First Nationwide Financial Corporation on Dec. 30 of that year. 

Examiners found that Silverado’s management had concentrated too 
such of the thrift's business in commercial loans in a depressed 
earketi conducted an exceptionally large number of problem 
transactions with insiders, such as shareholders, officers and 
directors; and was deficient in assessing the creditworthiness of 
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Office of Thrift Supervision 


ITWOSMtlLW. 


NEWS 


TO* RELEASE At < p.m. EST 
Tuesday, January 23, 1990 
OTS 90-15 


For further Information: 
Contact: Karl Hoyle 

202/90e-e«O4 


FTFT1I fiTLWsinn st«s 

QBQgEl fm.THHliTTQii flmn 

VASHXMOTOM, D.C., Jan. 23, 1990 — Kueeell H. Murray, former 
executive vice president for lending at Silverado Banking, Savings and 
Loan Association, Denver, today consented to an order prohibiting him 
from ever working for any federally insured financial institution 
without the prior approval of the appropriate regulatory agency. 

Murray agreed to the order while denying any wrongdoing, the 
Office of Thrift supervision announced. The agency's Enforcement 
Review committee approved the action Tuesday evening, and the final 
order was signed immediately. 

Meanwhile, OTS Enforcement Review Cosmlttee deliberations 
regarding former Silverado director, Neil Rush, are continuing. The 
agency said it aspects to announce a decision on the natter within 10 
days. 

over the pest two weeks, five former officers end/or directors of 
felled Silverado have consented to prohibition orders, including 
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Hurray. The others are Michael ft. Vita, former chairman and chief 
executive officer of the thrift; Richard x. Vandapool and Robert K. 
Lewis, both former vice chairsen; and W. Janes Nets, director and 
majority stockholder. The prohibition order is the sane for all five 
individuals. The investigation has been a joint effort of the OT8 
Office of enforcement in Washington and the 0T8 Topeka District 
Office. 

The investigation grew out of the failure of Silverado banking 
savings and Loan Association, Denver, in late 19SS. Regulators took 
control of the institution on Deo. 9 , 19SS, and subsequently sold it 
to rirst Nationwide Financial Corporation on Dec. 30 of that year. 

Examiners found that Silverado's management had concentrated too 
such of the thrift's business in i ommercial loans in a depressed 
market; conduct ed an exceptionally large number of problem 
transactions with insiders, such as shareholders, officers and 
directors; and was deficient in assessing the creditworthiness of 
borrowers. 
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Office of Thrift Supervision 

1 700 G Svwt N W . WafcMfMN. OC 


NEWS 

T<»»iMl»iNin 


FOR RELEASE at 12 noon EST For further information: 

Friday, January 26, 1990 Contact: Karl Hoy la 

OTS 90-20 202/906-6604 

cEAsmeaiai qbbel to be 
sought jtfuumaxjmis gaa 

WASHINGTON, O.C., Jan. 26, 1990 — Tha Enfor c em a n t Raviav 
Conittaa of tha Of flea of Thrift Suparviaion (OTS) said today it will 
seek a caaaa and dasist ordar against Nail Bush, a former dlractor of 
failad Silvarado Banking, Savings and Loan Association, Oanvar. 

Tha announcamant that tha conittaa will issua a notica of 
chargas, laading to a haaring bafora an administrative lav judga, cama 
following Bush's announcement Thursday night that ha broka off 
nagotiations with OTS. 

Tha conittaa said tha notica of chargas will allsga that cartain 
actions by Bush, vhila a Silvarado dlractor, amounted to conflicts of 
interest. Once tha notica is filed, tha case will be heard by an 
administrative lav judga. 

Specifically, tha enforcement arm of OTS will litigate on behalf 
of tha agency to seek a cease and dasist ordar, which, if granted, 
would direct Bush not to engage in actions that would constitute a 
conflict of interest should ha aver again serve with a federally 

- more - 
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insured financisl institution. 

Ths hssring procsss could take up to s yssr to complete. ones ths 
judge rsndsrs s recommended decision, it will go to ths OTS dirsetor 
who sust considsr ths judgs* s opinion and randar a final dacision. If 
ths dacision is advsrss to Bush, ha has ths right to appsal. 

Ths ERC said that in ths Bush cass it will not sssk ths aors 
ssvsrs psnalty of a lifstims ban on ssrvics with a fsdsrally insursd 
financial institution it succssdsd in obtaining against othsr 
Silvsrado officials. This dacision was bassd on ths svidsnes gathsrsd 
to data fro* ths OTS invsstigation following Silvsrado *s failurs. 

Recently, fivs othsr dirsetors and/or offiesrs of Silvsrado 
signsd conssnt ordsrs that prohibit them from svsr working for a 
fsdsrally insursd financial institution without ths prior approval of 
ths appropriate rsgulatory agsncy. 

Ths fivs individuals, who sithsr did not admit or dsnisd any 
wrongdoing, wars Hichasl R. Wins, former chairman and chisf sxscutivs 
officer? Richard K. Vanda pool and Robert H. Lewis, both former vies 
chairman; Russell N. Murray, former sxscutivs vies president for 
landing; and W. Jamas Mats, former dirsetor and majority stockholder. 

Ths Enforcement Review Committee said its actions do not preclude 
ths Federal Deposit Insurance Corporation (FDZC) suing Silvsrado 
officials to recover damages to ths federal thrift insurance fund 
resulting from Silverado's failurs nor ths Justice Department taking 
any action it might deem appropriats. 

Silvsrado was taken over by ths government on Dee. t, ItSS, and 
subsequently sold to First nationwide Financial Corporation Dec. 30. 

• •• 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING FINANCE ANO URBAN AFFAIRS 
ONE HUNORED first congress 

2129 flAVBURN HOUSE OFFICE BUU-DiNG 
WASHINGTON OC 20515 

April 20, 1990 


Tarry Sandefur 

Assistant Deputy District Director, Supervision 

Office of Thrift Supervision, Topeka 

200 East sixth Street 

Number Two 

Town Site Plaza 

Topeka, Kansas 66603 


Dear Mr. Sandefur: 


> - "I • M 


* '» • 



As part of the committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 
hearings on May 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

Your presence is requested at 10:00 a.m., Tuesday, May 22, 
1990, in Room 2128 of the Rayburn House Office Building, 
Washington, D.C. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to Room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made. available to all Committee members in advance of your 
appearance. 

If you have further questions regarding your testimony, please 
contact Erik North of ay staff at 202-225-2924. 



Chairman 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING FINANCE AND URBAN AFFAIRS 
ONE HUNDRED FIRST CONGRESS 
2129 RAYBURN HOUSE OFFICE BUILOING 
WASHINGTON DC 20515 

April 20, 1990 


Dorothy Van Cleave 

Assistant Deputy District Director, Examinations 

Office of Thrift Supervision, Topeka 

200 East Sixth Street 

Number Two 

Town Site Plaza 

Topeka, Kansas 66603 


Dear Ms. Van Cleave: 
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As part of the Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 
hearings on May 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

Your presence is requested at 10:00 a.m., Tuesday, May 22, 
1990, in Room 2128 of the Rayburn House Office Building, 
Washington, D.C. 

In accordance with the Committee rules, please deliver 208 
copies of your prepared statement to Room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 

If you have further questions regarding your testimony, please 
contact Erik North of my staff at 202-225-2924. 



Chairman 
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U.S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING FINANCE ANO URBAN AFFAIRS 
ONE HUNDRED FIRST CONGRESS 
2129 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON DC 205 IB 

April 20, 1990 


Brian McCormally 
District Counsal 

Office of Thrift Supervision, Topeka 

200 East Sixth Street 

Number Two 

Town Site Plaza 

Topeka, Kansas 66603 
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Dear Mr. McCormally: 

As part of the Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 
hearings on May 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

Your presence is requested at 10:00 a.m., Tuesday, May 22, 
1990, in Room 2128 of the Rayburn House Office Building, 
Washington, D.C. 


In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to Room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 


If you have further questions regarding your testimony, please 
contact Erik North of my staff at 202-225-2924. 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING FINANCE AND URBAN AFFAIRS 
ONI MUNORCD FIRST CONGRESS 
2 1 29 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON DC 209 IS 



April 20, 1990 


Louis V. Roy 

Dsputy District Director, Supervision 

Offics of Thrift Supervision, Topeka 

200 East Sixth Street 

Ifusber Two 

Town Sits Plaza 

Topeka, Kansas 66603 

Dear Mr. Roy: 

As part of the Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
R e c overy and Enforcement Act of 1989, the Committee will hold 

hearings on May 22 and 23 of this year, to explore the operation, 

supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

Your presence is requested at 10:00 a.m., Tuesday, May 22, 
1990, in Room 2128 of the Rayburn House office Building, 

Hashington, D.C. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to Room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 

requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appear ance. 

If you have further questions regarding your testimony, please 
contact Erik North of my staff at 202-225-2924. 



Chairman 
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U S. HOUSE OF REPRESENTATIVES 

COMMimi ON SANK INC. FINANCE ANO URBAN ANAM 
ONE HONORED Ft AST CONGRESS 
212* RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON DC 20S1S 

Hay 2, 1990 


Rosemary Stewart 
Director of Enforcement 
Office of Thrift Supervision 
1700 G Street 
Washington, D.C. 20552 


Dear Ms. Stewart: 



As part of the Committee on Banking, Finance an* Prtian 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will Bold 
hearings on May 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

Your presence is requested at 10:00 a.m., Tuesday, May 22, 
1990, in Room 2128 of the Rayburn House Office Building, 
Washington, D.C. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to Room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 

If you have further questions regarding your testimony, please 
contact Erik North of ay staff at 202-225-2924. 

Henry B. f Gonial U ^ 
Chairman 
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U.S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING. FINANCE AND UBBAN AFFAIRS 
ONE HUNDRED FIRST CONGRESS 
212ft RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON. DC 20ft 15 

May 7, 1990 





Stephen E. Hershkovitz 
Deputy Director of Enforcement 
Office of Thrift Supervision 
1700 G Street 
Washington, D.C. 20552 

Dear Mr. Hershkovitz: 

As part of the Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 

hearings on May 22 and 23 of this year, to explore the operation, 

supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

Your presence is requested at 10:00 a.m., Tuesday, May 22, 
1990, in Room 2128 of the Rayburn House Office Building, 

Washington, D.C. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to Room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 

requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 

If you have further questions regarding your testimony, please 
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U.S. HOUSE OF REPRESENTATIVES 

coMMrrrtt on banking, finance ano urban affairs 

ONE MUNOACO FIRST CONGRESS 
112B RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON. DC 20SIS 

Hay 7, 1990 



Herbert Vullschleger 
Partner 
Ernst 4 Young 
707 17th 8trsst 
Suits 3800 

Dsnvsr, Colorado 80202 
Daar Nr. Nullachlsgar: 

As part of tha Committee on Banking, Financs and Urban 
Affairs' continuing ovarsight of insurad dapository institutions 
and tha iaplenentation of tha Financial Institutions Reform, 
Racovary and Enforcaaant Act of 1989, tha Coaaittaa will hold 
baa rings on Nay 22 and 23 of this year, to explore tha operation, 
supervision, ragulation and subsaguant closing of Silvarado 
Banking, a Savings and Loan Association, of Dsnvsr, Colorado. 

Tha Coamittee sill nssd to idantify tha problaas which lad to 
tha institution's failura, whan tha problaas wars discovsrad by tha 
ragulatory agants and tha Csrtifiad Public Accountants, tha timing 
and natura of any subsaquant rasponsas or actions by fadaral and 
stats ragulatory authoritias, and tha ast lasts of tha ultiaata loss 
to tha daposit insuranca fund and ralatad issuas. So that tha 
Congrass and tha public will hava a full and accurats picturs of 
tha Silvarado casa, tha Coaaittaa will naad your coaplata and 
tiaaly cooparation. 

Your appaaranca bafora tha Banking, Financa and Urban Affairs 
Coaaittaa is raquastad for 10 a. a. Tuasday Nay 22, 1990, in Boon 
2128 of tha Rayburn Houss Offica Building, Washington, D.C. At 
that tins, tha Coaaittaa will axpact you to ba praparad to discuss 
in datail accounting issuas ralatad tha opsration, aanagsaant and 
ragulation of Silvarado Banking froa 1981 to 1986. Tha Coaaittaa 
will naad a rasponsa to this raquast for your appaaranca by no 
latar than Hay 11, 1990. 

In accords nca with tha Coaaittaa rulas, plaasa dalivar 200 
cop i as of your praparad stataaant to rooa 2132 of tha Rayburn Nouns 
Offica Building. In ordar to ansura that naabars of tha Coaaittaa 
hava sufficiant tins to raviaw your stataaant, tha Coaaittaa 
retires that such testimony ba provided by Friday, Nay 18, 1990. 
Your entire stataaant will ba included in tha hearing record and, 
will ha aada available to all Coaaittaa naabars in advanoe of your 
appaaranca. 
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In the interin, th« ConittM will need to review the 
docuaents ntetssary to reconstruct the history of Silverado 
Banking. The Coeaittee requests that you provide a copy of all 
cosBunlcations and correspondence, in the possession of the firs 
of Ernst 6 Young, related to Silverado Banking, its affiliated 
entities, and any of its esployees, officers or directors. 
Additionally, please provide the Connittee with the pertinent 
annual audits, top sunnaries, workpapers, risk analyses, and 
cosBunications with the Federal Hone Loan Bank of Topeka and the 
accounting firs of Coopers & Lybrand. 

I cannot over enphasize the need for full and tinely 
coepl lance with this request. Any questions regarding your 
testimony or the production of docunents should be issediately 
directed to Ton Adana of sy staff at (202) 225*2924. 



Chairaan 
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Davis Polk & Wardwell 

•300 I Street, N. W. 
Washington, D. C 20005 

i 02 7000 

»A« 20 f -**f ’HI 


May 4, 1990 


I CMASC MANHATTAN KA2A 
MEW TONI.N » 10009 

4*9 MM AVtNUC 
NEW VOW4 m. v. IOOZI 


4 MvACE DC LA COMCOWOC 
79009 MUMft 

1 rwcocwiCM's place 

LOW DON ECU* (At 

TOHIO KAUO (UilOinG Sninaan 
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Mr. Eric North 


House Banking Committee 

2132 Rayburn House Office Building 

Washington, D.C. 20515 


Dear Gentlemen: 


Responding to your request in connection with 
preparation for the hearing on Silverado scheduled by the 
Committee, enclosed are the following: 

1) a copy of the audited financial statements for 
1983 prepared by Ernst fc Whinney? 

2) a copy of the financial statements for 1985 
prepared by Ernst & Whinney? 

3) letter dated August 28, 1986 to Dr. Mowbray 
from Michael Wise regarding the change in public accountants; 

4) cover letter dated August 28, 1986 from 
Michael wise to Jack Volkman? 


5) letter dated September 8, 1986 from Ernst & 
Whinney to Michael Wise regarding the termination of Ernst & 
whinney; 

6) letter dated September 11, 1986 from H. L. 
Wullschleger to Dr. Mowbray? 

7) letter dated September 16, 1986 from Max 
Johnson to Michael Wise. 



Theodore A. 


•rernus 
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Davis Polk & Wardwell 

1300 I Street, N. W. 
Washington, D. C. 20005 

JO* •••4-7000 

FAX: tO* ■••*■7111 


Nay 10, 1990 


• CHAM MANHATTAN NLAZA 
NEW TOWA.N.Y >0009 

AM NANA AVCNUC 


79009 NANIS 

I FNCOCNICK'S NIACC 
LONDON COM 9 AS 

TOAlO NAMO 9UILOINO SHINXAN 
I >1, MANUNOUCHl i-CHOMC 
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Mr. Ton Adams 

Professional Staff Member 

House Banking Committee 

2132 Rayburn House Office Building 

Washington, D.C. 20515 

Re: Silverado Banking, Savings and Loan Association 


Dear Tom: 


Confirming our telephone conversation yesterday 
during which you requested the Summary Review Memoranda for 
the years 1981 through 1985 prior to our production of other 
information requested in the Committee's letter of invita- 
tion, enclosed are the following: 

1) the Summary Review Memorandum for the year 
ended December 31, 1981; 

2) the Summary Review Memorandum for the year 
ended December 31, 1982; 

3) the Summary Review Memorandum for the year 
ended December 31, 1984; and 

4) the Management Letter to the Board of Direc- 
tors of Silverado dated February 28, 1985. 

You received the Summary Review Memoranda for the 
years 1983 and 1985 yesterday. As you and I discussed, Ernst 
6 Young will be pleased to produce additional documents after 
you have reviewed the Summary Review Memoranda and determined 
what, if any, additional documents you require. 



iremus 
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Ernst &Vbung 


May 14, 1990 


The Honorable Henry B. Gonzalez, Chairman 
Committee on Banking, Finance 
and Urban Affairs 

United States House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chairman: 

By letter dated May 7, 1990, you request my 
appearance at a hearing to explore the operation, supervi- 
sion, regulation and closing of Silverado Banking, Savings & 
Loan Association. 

This is to confirm my acceptance of your invitation 
to appear on May 22, 1990. 


Very truly yours, 



Herbert L. Wullschlege^/ 
Partner 
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May 19 , 1990 


Mr . Ton Adams 

Professional Staff Member 

House Banking Committee 

2132 Rayburn House Office Building 

Washington, D.C. 20515 

Dear Tom: 

Enclosed please find 200 copies of Mr. 
Wullschleger's written statement as requested in your letter 
of invitation. 


Very truly yours, 
Theodore A. Doremus 



TOAIO aai-jO building Shin* an 
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CniTOOA ■4U.TO«»0 iOO 


Davis Polk & Wardwell 

1300 1 Stscct.N. W. 
Washington, D. C 20005 
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TAK 20»-®S*-»l" 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON SANK INC. FINANCE AND UNBAN AFFAMtS 
ONE HUNONf 0 FIRST CONCHES S 
2129 RAYBURN HOUSE OFFICE BUH.DMC 
WASHINGTON. DC 206 IB 

Hay 7, 1990 


Hobart E . Craagar 
Partnar 

Coopara 6 Lybrand 
1100 Louisiana 
Suita 4100 

Houston, Taxas 77002 



Daar Mr. Craagar: 

As part of tha Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and tha implementation of tha Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, tha Committee will hold 
hearings on May 22 and 23 of this year, to explore tha operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 


The Committee will need to identify the problems which led to 
the institution's failure, when the problems were discovered by the 
regulatory agents and the Certified Public Accountants, the timing 
and nature of any subsequent responses or actions by federal and 
state regulatory authorities, and the estimate of the ultimate loss 
to the deposit insurance fund and related issues. So that the 
Congress and the public will have a full and accurate picture of 
the Silverado case, the Committee will need your complete and 
timely cooperation. 


Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Tuesday May 22, 1990, in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
in detail accounting issues related the operation, management and 
regulation of Silverado Banking from August, 1986 to December, 
1988. The Committee will need a response to this request for your 
appearance by no later than May 11, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance . 
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In the inttrii, tha Committee will Mtd to review the 
documents necessary to reconstruct the history of 8ilverado 
Banking. Tha Committee request* that you provida a copy of all 
conuni cat ions and corraspondanca , in tha possassion of tha firm 
of Coopars & Ly brand, ralatad to Silverado Banking, its affiliatad 
antitias, and any of its employees, officars or diractors. 
Additionally, plaasa provida tha Committee with tha part inant 
annual audits, top summaries, workpaper*, risk analysaa, and 
communications with tha Padaral Hose Loan Bank of Topaka and tha 
accounting firm of Ernst t Nhinnsy. 

I cannot ovar emphasize tha naad for full and tiaaly 
compliance with this request. Any questions regarding your 
testimony or tha production of docuaants should ba inaadiataly 
directed to Toa Adaas of ay staff at (202) 225-2924. 



Chairman 
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Mr . To* Adana 

Houaa Committee on Banking, 

Finance and Urban Affairs 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Adams: 

At the meeting on May 1, vhen you end Mr. North 
interviewed Mr. Creager, a Coopers ft Lybrand partner, on 
audits of Silverado's 1986 and 1987 financial 
statements, you requested copies of certain Coopers ft 
Lybrand workpapers relating to Silverado. You asked for 
any memorandum summarizing an assessment of audit risk 
and for summary workpapers relating to Silverado's 
loan-stock transactions, the loan pool, and loans to 
officers and directors. 

It has taken a few days to identify and copy 
workpapers responsive to this request. I am 
transmitting enclosed copies of the documents that best 
fit your description. Because the law affords 
accountants' workpapers confidential treatment, I 
request that you treat the enclosed materials as 
confidential and protected from public disclosure. 


Sincerely 



Attorney for 

Coopers ft Lybrand 


Enclosures 
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raw of to wort) 


Hay 11, 1990 


Honorable Henry B. Gonzalez, Chairman 
Coamittee on Banking, Finance and Urban Affairs 
U.S. House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Chairman Gonzalez: 

I have just received your letter of May 7 requesting my 
appearance before the Committee. Coopers k Lybrand has a long 
history of cooperation with the Congress and is pleased to do so 
in this matter. Thus, I will appear as requested on Tuesday, May 


I understand that my counsel has already furnished copies of 
documents requested by your staff at the time of my interview. 
If there is anything further you require, please write to me. 


Sincerely, 


Robert E . Creager 



cenHied put*c •ccou'M*r^» 
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WOO M $?'eei nw 
Washington DC P0036 

le'ep.rvv-n i?0?' %?? 4000 
t«« MO 8?’ 0'40 
caO‘es C'^fprand 


May 18, 1990 


Mr. Tom Adams 

Committee on Banking, Finarce and Urban Affairs 
2129 Rayburn House Office Building 
Washington, DC 20515 


Dear Tom: 

Per your request, enclosed for the hearings to be held on the Silverado Banking, Savings 
and Loan Association before the House Committee on Banking, Finance and Urban Affairs 
on May 22, 1990, are 200 copies of our written statement. 


Sincerely yours, 



Allen Weltmann 


AJW:ras 



219 


mmmaomucto"** 

m um mim tranr 

«10M,MC»IOM lOOtt-Ui* 
ItttlTIMOM 


jm uur wniomt 
0«tct uni: <*0*' l?M74t 


ARNOLD &g POSTER 

1*00 NCW HAMPSMIIIC «*INUC, N. W. 
mftMINOTON. o. c. too JO 
(tot) •71-0700 

mrcowcn non othtn 
moc toiru 

)Uy 21, 1990 


i7oo uncoui srncrr 
ocnvcn. c otonnoo ootoi 

00)1 M>tOOO 


Nr. Too Adomo 
On—ltt— on Bonking, 

Finance , and Urban Affairs 
U.8. Houso of Raprasantativaa 
2129 Rayburn Houso Offies Building 
Washington, D.C. 20515 

Doar Tow: 

I onclooo oopias of tha additional docunants va 
vara abla to pull together in rasponsa to your 
supploaantary raquast last vaak. I hopa thasa, togathar 
with tha onas praviously furnished, ara rasponsiva to 
your raquasts. As I nantionad to you whan va first 
discussad this nattar, sona of Coopars & Lybrand's 
vorkpapar bindars vara sutilatad bayond rapair by 
Fa daral Bxprass vhan originals vara balng ratumad to 
tha Danvar offioa froa Washington, D.C. vhere thoy had 
baan shippad for raviav by tha ragulators at FHLBB. 

In viav of tha lagal and athical rulas govaming 
tha oonfidantiality of accountants' vorkpapars, I 
raquast that thasa natarials ba affordad oonfidantlal 
treatment and protact ad froa public disclosure. 



Attorney for 

Coopars 5 Lybrand 
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STATEMENT OF 
DAVID L. PAUL 

COMMISSIONER OF FINANCIAL SERVICES 
STATE OF COLORADO 

BEFORE THE HOUSE COMMITTEE ON 
BANKING, FINANCE AND URBAN AFFAIRS 
MAY 22, 1990 

Chairman Gonzalez, Congressman Wylie, distinguished members of the Committee 
-- Good Morning. My name Is David Paul, and I am the Commissioner of 
Financial Services for the State of Colorado. I appreciate the opportunity to 
appear before the Committee today to discuss the role of the state regulatory 
agency I head — the Colorado Division of Financial Services ("Division") — 
In the examination, supervision and eventual closing of Silverado Banking, 
Savings and Loan Association, Denver, Colorado ("Silverado”). 

Silverado was chartered under the laws of the State of Colorado in 19S6 and 
remained under state charter until Its closing on December 9, 1988. 
Therefore, the Division was Its chartering regulator. In addition, because 
Silverado's deposits were Insured by the Federal Savings and Loan Insurance 
Corporation ("FSLIC") from Silverado's Inception, It was also subject to the 
comprehensive examination, supervisory and regulatory authority of the Federal 
Home Loan Bank Board ("FHLBB"), as the operating head of the FSLIC. 

Thus, there existed a shared responsibility between state and federal 
regulators for the examination and supervision of Silverado. Throughout the 
time period under discussion today — essentially the 1980s — and much 
earlier as well, this shared responsibility was Implemented through a 
cooperative examination and supervision program among the Division, the FHLBB 
and the Federal Home Loan Bank of Topeka ("FHLB-T"), which became responsible 
for federal examinations and supervisory efforts In the mid-1980s. This means 
that all examinations of Silverado were joint examinations -- that is, state 
and federal examiners worked together to produce one examination report, 
supported by one set of workpapers, that satisfied the requirements of both 
the state and federal regulatory agencies. 

Supervision of Silverado was also generally a joint process. Although the 
Division and the FHLBB each possessed the statutory authority to take 
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supervisory or enforcement action Independently and unilaterally, many 
supervisory actions were taken jointly by the state and federal regulators. 
This Included the transmittal of examination reports with accompanying 
supervisory letters from the regulators requesting or directing, as 
appropriate, that Silverado's board of directors take certain corrective 
actions. It also included the Supervisory Agreement entered Into in October 
1987 and the closing and receivership action in December 1988. These matters 
are covered In a very comprehensive manner In the lengthy "Chronological 
Review of Supervisory Actions" prepared for the Committee by the Office of 
Thrift Supervision, the successor agency to the FHLBB. Therefore, I will not 
dwell on all the details of our role In the examination and supervision 
process. 

In our view, state- federal cooperation In the examination and supervision of 
Silverado and other state-chartered savings and loan associations ("SSLs") In 
Colorado was absolutely necessary. While we had significant state statutory 
responsibilities over state-chartered S&Ls, Including a requirement to make 
periodic examinations, we fully recognized the paramount financial Interest of 
the federal government as the Insurer of depositors' funds. Therefore, It 
only made sense to cooperate with the federal regulators and give significant 
weight to their opinions and attitudes toward Silverado's and other S&Ls' 
operations. 

Mat caused Silverado to fall? The simple answer Is that Its management 
developed an excessive concentration of commercial real estate loans and 
investments. Indeed, such activities are Inherently more risky — In the 
sense of credit risk — than traditional home mortgage lending. Silverado's 
■tnagement. Including Its board of directors, compounded these Inherent risks 
b/ engaging In unsafe and unsound practices, such as deficient underwriting of 
its loans and Investments and unacceptable appraisals. Other major 
contributing factors Included the self-funding of capital that supported 
excessive growth, apparent conflicts of Interest, and management strategies 
that prevented timely loss recognition. Capital was depleted by the ultimate 
recognition of huge losses in Silverado's loan and Investment portfolio. 

At this point, I would like to offer to the Committee a number of additional 
observations on what went wrong at Silverado, why the regulators did or did 
*ot take certain actions and what things, given the crystal clarity of 
hindsight, we could have done differently. 
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First of all* It Is vitally Important that the fallurt of Silverado and the 
tremendous problems facing the SSL Industry nationally be viewed from a 
broader perspective. 

The root of SSLs 1 problems. Including Silverado* was a convergence of powerful 
forces In the 19d0s» which made the failure of hundreds of thrifts Inevitable. 
These forces were as follows: 

1. The Inflation rate peaked In the late 1970s at 13%. This triggered a 

major change In the conduct of monetary policy by the Federal Reserve In 
1979. In order to slow Inflation* the Fed began emphasizing control of the 
money supply and allowing Interest rates to rise and fall where they may. The 
prime rate peaked at 20.5% In 1981. 

2. Unbalanced federal deregulatory efforts took place. Congress removed 

Interest rate caps on savings and Increased the federal deposit Insurance 
limit to $100,000 In 1980 In order to stem the outflow of funds from SALs Into 
money market funds. In a period of skyrocketing Interest rates* this quickly 
brought on the lending long/borrowing short crisis that devastated much of the 
SAL Industry In the early 1980s. Congress and various states loosened lending 
and Investment restrictions beginning In 1982* but some of these efforts were 
a case of too little too late while certain changes* frankly* went too far. 
In Colorado* by the time SALs received the flexibility they needed to 
diversify away from the excessive Interest rate risk of traditional long-term* 
fixed-rate home mortgage lending* real estate markets In the Sun Belt were 
crumbling and the new powers either would not be used or* as In Silverado's 
case, they would merely aggravate the problem. 

3. The experts of the day embraced deregulation as the salvation of the SiL 

Industry. Traditional thrifts were viewed as dinosaurs. Even the FHLBB 

liberalized lending restrictions* notably to allow 100% financing of real 
estate projects. 

4. Many SALs, Including Silverado* plunged Into new activities* hoping to* in 
effect* grow out of the earnings problems created by lending long and 
borrowing short. In Colorado* when the economy was booming and growth was 
rapid* It was easy for Silverado to actively finance the boom. At first* the 
numbers for profits and capital looked good* but ultimately those who most 
aggressively financed the boom were the most devastated by the bust. 
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5. The final convergent force, which I have really already referenced, was 
the decline In Sun Belt economies and real estate markets, which dramatically 
worsened SAL problems In Colorado and certain other states. No one was able 
to predict at the time how far down Colorado's economy would fall and how long 
It would stay down. 

All of this Is relevant to Silverado because It establishes the environment In 
which both SALs and their regulators were operating well Into the mid-1980s 
and, speaking for myself, what the regulatory attitude and mindset was toward 
Silverado. 

Prior to 1987, we viewed the Institution as very aggressive and controversial 
In Its strategies but engaged In a good faith, legitimate effort to survive 
the volatile early 1980s years. Frankly, we were at times more worried about 
some of Silverado's more conservative brethren, who were resistant to change 
and seemed content to just wait to be mowed down by the convergent forces 1 
cited earlier. Some were. In fact, mowed down. 

Silverado certainly had Its problems; the earlier examinations show that. 
However, Silverado management had an answer for every question, and they 
appeared to recognize their risks and put In place policies, procedures, 

systems and controls to mitigate those risks. 

Silverado became, frankly, a regulator's nightmare In the sense of Its size 
and Incredible complexity of operations and the enormous management, 

consulting, accounting and legal resources It brought to bear In order to 
rebut regulators' concerns over the last few years. 

Silverado's various lending. Investment and capital-raising strategies did not 
appear Illegal at the time, but they certainly were complex and 

controversial. Silverado management spared no expense to convince the 

regulators of their prudence. They employed "textbook* management procedures 

— strategic planning; budgeting; written operating policies, procedures, 

systems and controls; the hiring of specialists to assist them In unfamiliar 
areas; exhaustive communication with the board of directors and the regulators 

— but, unfortunately, these factors were overshadowed by the substance of 
their business decisions over the years. 
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Could «ore forceful supervisory action have been taken earlier? This 1s 9 of 
course, a very difficult question. First, It Is necessary to understand the 
nature and Units of financial Institutions regulation. Me were government 
regulators who were required to exaalne SSLs and were given certain 
supervisory and enforcenent tools to deal with unsafe or unauthorized 
practices. The system was never designed to absolutely prevent all failures. 

We were not supposed to manage Silverado or any other SAL. We could examine 
their books and records, which Is inherently an after-the-fact process. We 
could warn the board of directors about problems we detected and direct then 
to tighten up. However, we could not make all their decisions for then, and 
when serious problems became apparent, our options were really pretty United 
— and generally rather drastic. 

We had the power to suspend or remove officers and directors (but only 
beginning In mld-1985) and to take possession of and close an association. 
The statutory grounds for such actions were strict, and given the resources 
and Information we had to work with before nld-1987, I do not believe the 
grounds existed for such drastic enforcement actions under state law. 

Please remember we did not have the benefit of the hindsight we have now. We 
could only do what we thought was right at the time. Also, please renenber 
that forceful action was taken when we had the grounds, which was In the 
aftermath of the December 1, 1986 examination, which lasted nearly six full 
months and presented a devastatlngly clear picture of Silverado's 
deteriorating financial condition, apparent conflicts of Interest, and unsafe 
and unsound practices. We and the federal regulators successfully placed 
Silverado under a Supervisory Agreement In October 1987, which restricted 
their operations much like a cease and desist order. Then, as soon as It 
became evident that Silverado was Insolvent, we moved aggressively In August 
1988 to put Silverado under a state law order to replenish capital. 
Silverado's Inability to comply with that order led to the Institution's 
closure by my office and the federal receivership action In December 1988. 

Finally, Nr. Chairman, I would offer a few observations as to what we can do 
and what has been done already to prevent a recurrence of a Silverado-type 
situation. This, of course. Is not Intended to be an all-inclusive list of 
Issues Congress should consider. 
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1. It Is clear that state and federal regulatory systems quickly fell behind 
In the early- to mid- 1980s, when aggressive S&Ls such as Silverado took full 
advantage of the deregulatory fervor. You have heard It before, and I will 
say it again: Deregulation does not mean that we should have fewer 

regulators. If I had it to do over, I would have attempted to make a stronger 
case to my state legislature much earlier for sufficient staff and other 
resources to have some chance of matching the resources that S&Ls like 
Silverado could marshal. Working with our legislature In recent years, I am 
pleased to report that we now have resources commensurate with our financial 
Institution regulatory responsibilities. The FHLBB should be commended for 

building up its resources tremendously in the 1985-1986 period, although that 
was too late to prevent Silverado's ultimate failure. 

2. We needed more and varied enforcement tools. Our legislature granted us 
improved suspension and removal grounds and authority to assess civil monetary 
penalties. We may also need a strong administrative cease and desist 
proceeding, and I am considering proposing legislation on that subject In the 
next legislative session. 

3. Congress and state legislatures should prohibit all forms of self- funding 

of capital by financial Institutions. Silverado traded preferred stock 

Interests for real estate and Insisted that portions of loan proceeds be used 
by borrowers to purchase preferred stock. Such practices gave Silverado much 
additional capital that was badly needed to leverage further growth. This 
allowed Silverado's ultimate losses to be much higher — at the taxpayers' 
expense. 

Mr. Chairman, thank you for the opportunity to appear before the Committee 
today. I would be pleased to answer any questions that you or any other 
member of the Committee might have. 


0959A 
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Mr. Chairman and maabars of tha Commit toe, my mama 
is Harbart L. Wullschleger. I was tha partnar in diarya of 
Ernst k Whinney's audita of Silvarado Banking Savings and 
Loan Association for tha yaars 1984 and 1985. As you ara 
probably aware , Ernst k tfhinnay and Arthur Young margad in 
tha middla of 19S9 to bacoma Ernst A Young. I am currantly a 
partnar in tha margad firm. 

Ernst 6 tfhinnay sarvad as tha auditor for Silvarado 
and its pradacassor, Mila High Savings and Loan Association, 
for tha calandar yaars 1977 through 1985. tfa vara tarminatad 
as auditors for Silvarado during calandar yaar 1986 and did 
not work on tha 1986 or latar audits. Our tarmination fol- 
lovad our insistanca as outsida auditors on adjustmanta to 
tha Silvarado 1985 financial statamants that rasultad in a 
satarial incraasa in Silvarado' s loan loss provision and 
allowance. Tha adjustmants va ins is tad on caused tha 
Association to report a substantial loss. 

Beginning in 1983, Silvarado committed to a busi- 
ness plan calling for significant growth. As a result tha 
Association's assets increased from $216 million in 1982 to 
$1.5 billion in 1985. During that period, Silvarado com- 
mitted especially to significant growth in its commercial 
real estate loan portfolio and to a material increase in its 
direct and indirect investments in real estate. As J.t grew, 
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the Association issued preferred stock to large real estate 
developers and increasingly provided support for their 
development projects. At the time such a business plan 
appeared to be in line with changes that had taken place in 
regulatory policy* 

As auditors ve did not manage the Association and 
ve had no role in the decision of Silverado's management to 
promote growth. We were, however, keenly aware of the chan- 
ges taking place in Silverado's business practices and, as 
auditors, we adjusted our procedures to take account of the 
new business environment at Silverado. Among other things, 
the changes led us to increase the number of hours devoted to 
the engagement. In earlier years, when Silverado was much 
smaller, our audits typically required approximately 1800 
hours. By 1985 the hours expended on the engagement had 
increased to over 6,000. The additional expenditure of time 
was necessary for us to audit thoroughly the increasing 
number of complex transactions. 

Based on our audit findings, in each year we recom- 
mended that Silverado make a number of adjustments to the 
financial statements and we suggested changes in procedures 
that we thought would benefit Silverado as it grew. For 
example, in 1983, while my predecessor Robert Lewis was still 
in charge of the audit, Ernst 6 Whinney issued a material 
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veakness latter to Silverado. The latter noted deficiencies 
in Silverado's systems of internal control that E&W con- 
sidered important. In 1984, a year in which the management 
increased the provision for loan losses by a factor of six 
tines, we offered various suggestions for improvements in 
procedures and controls, a number of which are summarised 
later in my statement. 

While our recommendations in 1983 and 1984 were 
important , in 1985 matters in our view grew more serious. In 
that year our audit findings showed that there had been a 
aatarial increase in transactions with parties related to the 
Association and that there had been a marked overall 
deterioration in the loan portfolio. Based on these find- 
ings, we concluded that we should propose adjustments which 
vould materially change the results Silverado management had 
txpected to report for that year. We advised management that 
before Brost 6 Whinney would issue a clean opinion, it would 
be necessary for Silverado to make adjustments that vould 
increase its provision for loan losses by more than $32 
tillion and its allowance for loan losses by $27 million. 

At a consequence, operating results for 1985 would need to be 
adjusted downward from an anticipated profit of $12 million 
to a loss of $20 million. 


- 3 - 
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In addition to these adjustments, ve advised Sil- 
verado that it would be necessary to disclose in the finan- 
cial statements that the effect of the adjustments would be 
that the Association would not meet its minimum net worth 
requirement under the regulations of the Federal Home Loan 
Bank Board* We concluded also that it would be necessary for 
the Association to make more detailed disclosure of numerous 
material related party transactions than management had 
contemplated* 

Altogether it appeared that the adjustments at 
issue would likely eliminate the possibility of paying 1985 
yearly bonuses to members of management* Further, unless 
Silverado quickly regained profitable operations, it would be 
precluded from paying dividends on its preferred stock, which 
could lead to the preferred stockholders gaining control of 
the Association* 

In reaching our conclusion that such changes were 
needed, we had reviewed in detail 77% of the dollar value 
of Silverado's commercial real estate loans and real estate 
investments, including 100% of loans and investments in 
mountain real estate, 86% of loans and investments in land, 
and 91% of condominium and town house loans. To assist us, 
we brought in, among others, hotel industry consultants from 
another office within our firm* > 
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Silverado's management was initially unwilling to 
accept a number of our recommendations as to adjustments and 
disclosure and there were several heated discussions between 
management representatives and ourselves. During those 
discussions management pressed arguments for accounting that 
va considered to be excessively aggressive. Among other 
things, they urged that by restructuring loans they could 
axtend the terms of those loans so as to eliminate many of 
the probable loan losses as to which we proposed adjustments 
to the allowance for loan losses. 

Evidently frustrated by their discussions with me, 
management insisted on a meeting with partners in our 
national office, including our national director of account* 
ing and auditing. That meeting did not, as Silverado's 
management hoped, result in a change in Ernst 6 Whinney's 
position. At the meeting our director of accounting and 
auditing advised the management representatives that the 
troubled nature of the Association's loan portfolio had to be 
reflected fairly in the financial statements if Ernst 6 
Whinney warn to issue a clean opinion. Among other things, 
our firm's position was that if Silverado restructured loans 
ve would nevertheless insist that the overall allowance for 
loan losses fairly reflect the troubled condition of the loan 
portfolio. i 
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Following the mooting with our national offico 
partners, Silvorado isauod its financial otatomonto in 
accordanco with our rocommondationo and showod a not loos of 
$20 million. Among othor things, a two and one-half pago, 
dotailod disclosure of rolatod party transactions was 
includod in tho footnotos to tho financial statomonts. With 
tho financial prosontation thus rocast wo issuod our opinion. 

Subsoquontly, on August 28, 1986, Silvorado 
doliverod a lottor to our offico which tormina tod Ernst 6 
Whinney as its indopondont accountants and roquostod that 
Ernst & Whinnoy cooporato in filing tho appropriato cor* 
rospondonco with tho Fodoral Homo Loan Bank of Topoka to 
effect a change in independent auditors. 

We forwarded the required correspondence to Sil- 
verado, with copies to the Topoka Bank. On September 15, 

1986 wo discussed tho contents of our lottor with tho Direc- 
tor of Examinations of tho Topoka Bank, Max Johnson. Among 
othor things, we discussed with Mr. Johnson each of the areas 
in which we had had disagreements with management. 

Shortly after this conversation, we received 
notification that Coopers 6 Lybrand had boon selected to 
succeed us as Silverado's indopondont accountants . Wo were 
asked to cooperate with that firm in an orderly transition 
and we did so. i 
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In accordance with the profession's standards, we 
■ade our workpapers available to Coopers £ Lybrand and we net 
with that firm's representatives. He discussed Ernst £ 
Whinney ' s relationship with Silverado, including problems and 
disagreements we had had with the client. 

Mr. Chairman, your staff has asked whether we 
observed loan underwriting deficiencies at Silverado. While 
correction of such deficiencies is not our job, we do take 
account of such problems in considering the nature and extent 
of the audit procedures to be performed. We also typically 
offer recommendations as to such matters as part of the audit 
process . 

At Silverado, we repeatedly offered comments on 
such deficiencies in our management letters. For example, in 
1983 we commented that in view of Silverado's significant 
growth in construction loans there was a need for Silverado 
to review construction expenditures and the progress of 
construction projects more closely. We recommended that 
management install an automated system to track data related 
to construction projects. 

In 1984, we recognized the growth in both loan 
purchases and loan originations and included two comments in 
the management letter which accompanied the 1984 audit 
report. We suggested that Silverado assure greater unifor- 
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mity in documentation in its loan files and document more 
clearly site inspections made before Silverado purchased 
loans from other institutions. 

Ernst & Whinney also included a number of comments 
in its 1985 management letter which addressed areas in lend- 
ing where improvements could be made. We recommended that 
Silverado improve its loan audit and closing function to 
ensure that loan documents were adequate and complete. In 
addition, we suggested that files for monitoring loans needed 
to be standardized. Also, we recognized the problems 
encountered by Silverado regarding the funding of purchased 
loans before the due diligence period had expired and made 
recommendations to improve the controls in that area. 

Another matter on which your staff has indicated 
that it has questions is Robert Lewis' decision in 1984 to 
leave his position as an Ernst & Whinney audit partner to 
become Silverado's Chief Financial Officer. As I've already 
mentioned, before he left Ernst 8 Whinney and while he was 
still the Silverado engagement partner, Mr. Lewis had been 
diligent in calling the client's attention to problems. For 
example, his issuance of a material weakness letter was a 
strong step. Especially in view of his toughness in auditing 
Silverado, when he left it appeared to me that his move to 
Silverado represented an appropriate strengthening of Sil- 
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vwado'a financial nanageaant. It appaarad to mm to ba a 
posit iva stap in visa of tha growth of tha association. 

Following his news, howavsr, ha and I wara at tha 
cantar of various disputas ovar accounting. Mr. Lawis, in 
his nav rola at Silvarado, was a# vigorous in his pursuit of 
what ha apparantly thought to ba in tha intarast of tha 
Association as hs had baan vigorous in his auditing at Ernst 
A Whinnsy. While ha was at Silvarado sy discussions with Mr. 
Lawis wara fraquantly both haatad and trying. 

Nr. Chairaan, I appraciata tha opportunity to 
appaar. Tha audits at Silvarado vara difficult for us, but 
wo ara proud that wa bald to our high profassional standard 
and insistad that tha financial statanants ba fairly 
prasantad. 

If you have any questions, I'd be happy to answer 


then. 
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Introduction 

The causes of the nation's savings and loan crisis are multiple 
and complex. In an era of rising interest rates, thrifts found their 
traditional depositor base eroded as increasingly sophisticated con- 
sumers found higher-yield alternatives, such as money market funds. 

At the same time, substantial amounts of thrifts' assets were in- 
vested in fixed-rate mortgages that did not provide a market yield. 
Relieved of regulatory ceilings on interest rates they could offer, 
S&Ls reacted by raising rates and offering more complicated products 
with higher yields to attract depositors. When thrifts were also 
relieved of many regulatory restrictions on investments, many S&L 
managements turned toward higher-reward, higher-risk investment 
strategies. If risk-laden ventures were successful, the interest 
rates the S&Ls paid on deposits would be covered; if not, the safety 
net of deposit insurance was always there. 

Many persons prospered in this environment. Depositors, borrow- 
ers, thrift owners and managements all benefited during the boom days 
of real estate markets driven by high oil prices and energy invest- 
ment. Yet the S&Ls were vulnerable to the effects of a recession in 
these real estate markets. When the boom days of high oil prices 
ended, parts of the nation were hit with particular severity. A pro- 
longed, severe real estate depression occurred in Texas and Colorado; 
institutions with lending concentrated in those areas faced problem 
loans secured by depressed real estate. 
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The thrift regulators possessed an arsenal of weapons- the 
power to conduct frequent examinations/ to subpoena witnesses and 
compel testimony, to impose operating restrictions on institutions, 
to issue cease and desist orders, and other enforcement powers the 
Congress has conferred by statute. Yet the regulators, with this 
arsenal of weapons, were unable to predict which thrift institutions 
would fail. 

It should come as no surprise, therefore, that auditors- who 
lacked the array of weapons available to the regulators— were like- 
wise unable to do so. Auditors and audited financial statements un- 
questionably have a role to play in the monitoring of the financial 
position of regulated institutions such as S&Ls. But audits and fi- 
nancial statements are only part of the picture. Financial state- 
ments can only record and disclose what has happened; they cannot 
predict the future. 

Proper recording and disclosure of past transactions can indi- 
cate areas of risk for an entity's future. But uncertainties about 
the future will inevitably exist. A dramatic illustration is that 
Congress and the regulators, despite all their resources, have been 
unable to determine precisely how much it will cost the United States 
to bail out the insolvent thrifts. When the Financial Institutions 
Reform, Recovery, and Enforcement Act of 1989 (FIRREA) was passed 
less than a year ago, regulators were estimating the cost at around 
$100 billion. Yet within the last few months, government agencies 
have put forward estimates as high as $500 billion. The major reason 
for the changing estimates is that no one can predict with precision 
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the amount of money that will be realized by selling off property in 
areas of the country where the real estate depression was far more 
severe than anyone anticipated. 

Coopers & Lybrand is pleased to report its limited experience 
with Silverado to the Committee. Coopers & Lybrand hopes that this 
Statement will be useful to the Committee in studying the S&L crisis 
and in considering ways to prevent its recurrence. 

Silverado From Coopers & Lvbrand' s Perspective 

When Coopers & Lybrand was appointed as Silverado's auditor in 
September 1986 — barely two years before regulators closed the in- 
stitution - Silverado had already committed itself to the depositor 
base and loan portfolio that ultimately would be the institution's 
downfall. To pay the high yields necessary to attract large# vola- 
tile deposits, Silverado had committed itself to a loan portfolio of 
over $1 billion, heavily concentrated in commercial real estate in 
the Denver metropolitan area. Silverado's ability to survive and 
prosper under its chosen strategy depended primarily upon how the 
real estate market in the Denver area performed. In the early months 
of 1988, it became clear that expectations of a year earlier for a 
real estate rebound had not been realized. Instead, delinquencies 
and foreclosures sharply increased. During 1987 Silverado's high- 
risk strategy continued with the institution's investment in REMIC 
residuals — a volatile form of investment whose value plummeted in 
1988 . 
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Silverado's audited financial statements for 1987, released in 
July 1988, showed the institution with a $200 million insolvency. 
Coopers & Lybrand' s audit report contained a going concern qualifica- 
tion. Coopers & Lybrand had discussed its concerns about Silverado 
with regulators even before completion of the audit, and in December 
1988 the regulators placed Silverado in receivership. 

Lessons Of The Silverado Experience 
Silverado's 1986 and 1987 financial statements show that the 
purposes of the audit process were served. The central purpose of 
the financial statements is to provide sufficient financial informa- 
tion so that the reader can evaluate the relevant financial risks of 
the entity involved. The role of the auditor is to attest to the 
fairness of the presentation of those financial statements and to see 
that appropriate disclosures have been made. The financial state- 
ments disclosed the risk factors that led to Silverado's downfall. 

The 1986 financial statements showed a thinly-capitalized institution 
attempting to increase its capital by making loans. The attempt was 
unsuccessful because Coopers & Lybrand had refused to accept an ac- 
counting treatment proposed by Silverado to increase capital in this 
fashion. The 1987 financial statements showed the effects of apply- 
ing foreclosure accounting treatment to Silverado's commercial loan 
portfolio - an action that led to the institution's reporting a $200 
million insolvency and a going concern qualification to Coopers & 
Lybrand' s audit report. 
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At the same time/ the Silverado experience shows that for a 
regulated institution, audited financial statements are only one 
source — and not necessarily the most important source- of informa- 
tion available to the regulators. Silverado was the subject of close 
regulatory surveillance during the entire 1980s. To monitor the 
institution's activities, regulators conducted annual examinations of 
the institution, had frequent contacts with management, and required 
management to submit many reports that went far beyond annual finan- 
cial statements, both in frequency and in the degree of detail re- 
quired. Many of the very same criticisms of practices at Silverado 
that the regulators are voicing today were being made throughout the 
1980s and are documented in the files of the regulators. Thus, al- 
though the 1986 and 1987 financial statements audited by Coopers & 
Lybrand contained "red flags," the regulators were already well aware 
of the risks at Silverado from their decade-long intensive surveil- 
lance . 

Questions 

Given Silverado's insolvency reported in mid-1988, the question 
arises: should Silverado have been pronounced dead years earlier? 

An outside auditor could not responsibly have done this. An auditor 
does place a "going concern" qualification in an audit opinion, but 
only if there is enough evidence to raise substantial doubt that the 
institution can continue in business for one more year. In the* case 
of Silverado, this circumstance did not exist until the dramatic de- 
terioration of real estate conditions in Denver during 1987 and early 
1988. 
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The question also arises: was Silverado operated in a ''safe and 

sound" manner over the years? This question must be addressed to 
thrift regulators, since the judgment as to whether management ac- 
tions are "safe and sound" has been entrusted by law to the regula- 
tors, not the auditors. The Silverado experience suggests that the 
regulators had sufficient information on which to base a judgment. 

A final question arises: can the system, including disclosure, 

be improved? We believe it can be. The current disclosure system 
focuses on historical information. This information has great value. 
However, other relevant information can also be very useful and Coo- 
pers & Lybrand has long supported expanding the disclosure require- 
ments . 

For example, during consideration of FIRREA by the Congress, 
Coopers & Lybrand supported a provision in the House- passed bill 
that would have required an auditor's report on management's disclo- 
sures concerning internal controls and regulatory compliance. Al- 
though the provision was later deleted before final passage of FIR- 
REA, Coopers & Lybrand supported it during conference. Also, in 1987 
Coopers & Lybrand submitted to the United States Securities and Ex- 
change Commission a paper which detailed the Firm's suggestions for 
enhancing disclosures. The Firm made three interrelated proposals: 

• a company should be required to disclose in a more meaningful 
and focused manner the information that financial statement 
users need to assess business risk, as well as future finan- 
cial condition and results of operations; 


6 



245 


• members of the company's Board of Directors should be required 
to review and approve these disclosures; and 

• independent auditors should be required to perform procedures 
that will enable them to determine the reasonableness of these 
disclosures . 

Although our recommendations focused on public companies, they may 
have some applicability to insured financial institutions. 

Communication Between Auditors And Regulators: 
A Two-Way Street 

The ~game" aspect of auditing regulated institutions should 
cease. Our financial institutions are too important to the nation's 
well being not to have a system which encourages communications 
icom the regulators ££ the auditors. 

Too often in the wake of an institution's failure, it is learned 
chat the government supervisory agency was aware of facts that it 
chose not to share with the auditors. Too often there seems to be a 
game — to see whether auditors will discover and report what the 
regulators already suspect or even know through the use of their own 
extensive powers. 

Because of a decade of regulatory surveillance, the regulators 
already viewed Silverado as a troubled institution in 1986 when Coo- 
pers & Lybrand was appointed auditor. The regulators could have 
-riefed the Firm, shared their concerns about the institution, and 
suggested areas which might benefit from extended audit procedures. 
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The fact that this did not happen is a weakness in the regulatory 
system. 

Communications between auditors and regulators should be, in 
short, a two-way street. The importance of our financial institu- 
tions demands no less. 
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OVERVIEW OF SILVERADO AMD COOPERS & LYBRAND AUDITS 
Coopers 6 Lybrand was appointed as Silverado's auditor in Sep- 
tenber 1986 — late in the life of an institution the regulators 
closed in 1988. In understanding the role played by Coopers & 
Lybrand as Silverado's auditor, it is important to understand what 
Silverado had become by the time of Coopers & Lybrand' s appointment, 
ar.d to recognize the forces governing Silverado's future that had 
already been set in motion. 

Coopers & Lybrand lacks independent knowledge of many of the 
events discussed herein predating the Firm's appointment as 
Silverado's auditor. In describing these events. Coopers & Lybrand 
".as relied upon descriptions of events documented in the files of 
thrift regulators. 

A. Silverado's Early History And Ownership 
Silverado traces its roots back to 1956, when the institution, 
ir.der a different name, was organized and chartered by the State of 
Iclorado. Following a change of ownership in June 1976, the institu- 
tion expanded operations and acquired another thrift- a pattern 
that would be repeated in the mid-1980s. In 1981, the institution 
adopted the name Silverado Banking, Savings & Loan Association. 

Silverado was a closely-held corporation, with a small number of 
individuals holding common and preferred stock. In June 1986, Sil- 
verado Financial Corporation (SFC) was formed and acquired all the 
stock of Silverado. Common and preferred stockholders of Silverado 
exchanged their Silverado stock for stock in SFC. 
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B. Silverado's Enormous Growth 198Q-1385 
The first half of the 1980s was a period of enormous growth for 
Silverado. Silverado acquired three other Colorado thrifts and 
branches in communities near Denver. Silverado increased its base of 
deposits and its loan portfolio. The institution's explosive growth 
is shown graphically in Figures 1 and 2. Total assets grew from ap- 
proximately $83 million at the end of 1980 to $370 million at the end 
of 1983. During 1984, Silverado more than doubled, growing to $953 
million in total assets by year end. Silverado's explosive growth 
continued in 1985, during which Silverado's assets increased to over 
$1.5 billion by year end. 


Figure 1 

Growth In Total Assets 
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Silverado was not in the mold of a traditional thrift that 
made single-family residential loans in a neighborhood and gathered 
deposits through retail sources. Instead, Silverado had become a 
complex financial institution specializing in commercial real es- 
tate lending. In expanding its deposit base, Silverado attracted 
new deposits by offering rates of interest higher than market. 
Silverado sought "brokered" deposits in large denominations with 
short-term maturities (see Figures 3 and 4) . This resulted in a 
high cost of deposits and a base of volatile deposits made by mo- 
bile investors seeking the highest return, in contrast to a tradi- 
tional thrift's core of long-term savers. Nevertheless, these 
brokered deposits received the same government insurance protection 
as those of individual long-term savers. 
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Figure 3 
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On the lending side, Silverado increasingly turned to commercial 
real estate loans in order to generate the income necessary to pay 
the high interest rates that attracted depositors. The growing con- 
centration of Silverado's loan portfolio- commercial real estate 
loans accounted for over 64 percent by 1985 — is shown in Figure 5. 
Also, as shown in Figure 6, Silverado increasingly turned from 
originating its own loans to purchasing packages of loans originated 
by other institutions. In mid-1983, loans originated by Silverado 
accounted for nearly all of the institution's new loans. By mid- 
1985, loans originated by Silverado represented only one-quarter of 
new loans. 

During Silverado's growth period, the economy of Denver and sur- 
rounding communities was strong, even though other parts of the coun- 
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try were showing signs of the energy recession. Colorado continued 
to experience population growth, and it ran ahead of the nation in 
per capita income. Committed to commercial real estate loans concen- 
trated in the Denver area to pay for high-cost deposits, Silverado 
depended upon continued prosperity in the region and strong real es- 
tate markets. The future clouded when signs appeared that the energy 
recession was catching up with Colorado. 

c. .Silverado During 1M6 

During 1986, Silverado's growth was much more modest than in 
previous years. Few new loans were added to the portfolio, but a 
loan "pool" was formed in an attempt to protect the institution from 
risk of losses on loans already in the portfolio. Silverado also 
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embarked on what it called a capital building program using loans in 
connection with stock "purchases . " (These events are discussed in 
sore detail in the section concerning Coopers & Lybrand's audit of 
Silverado's 1986 financial statements). 

Also in 1986, Silverado reported that it had incurred a $15 mil- 
lion net loss during 1985. This figure was in part the result of 
Silverado's increasing its loan loss allowance— the estimate of 
losses the institution expected to realize on the loan portfolio as 
it stood at the end of 1985. Signs of a real estate recession had 
appeared, yet there were also signs that the market had bottomed out 
and many observers expected a rebound. Falling interest rates (see 
Figure 7) provided further support for guarded optimism about the 
future of Colorado real estate. 


Commercial Bank Prime Rale 
IQ 1964 - 2Q 1987 
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D. Regulatory Surveillance Of Silverado And Regulators' 
Concerns 

Silverado was under close regulatory surveillance throughout the 
1980s. The institution received FHLBB examinations on at least an 
annual basis; sometimes, examinations were more frequent because of 
regulatory concerns about Silverado practices. Between examinations, 
there were frequent communications between Silverado's management and 
regulators - including both supervisory agents at the Federal Home 
Loan Bank of Topeka, and individuals within FHLBB branches in Wash- 
ington . 

The regulators monitored the nature and rate of Silverado's 
growth through the 1980s, and repeatedly expressed concern about the 
institution's rate of growth and the methods used to achieve it— 
particularly, the concentration of Silverado's loan portfolio on com- 
mercial real estate loans. Virtually every year from 1980 until clo- 
sure of the institution in late 1988, regulators criticized manage- 
ment practices at Silverado. Regulators repeatedly sought from Sil- 
verado special reports to monitor Silverado's practices more closely. 

E. Ctl/s Appointment To Audit Silverado's 1986 Financial 
Statements 

Coopers & Lybrand was appointed as Silverado's auditor during 
the second half of 1986. Silverado's prior auditor for many years 
was Ernst & Whinney (now Ernst & Young). Silverado's Chief Financial 
Officer, Robert Lewis, had come to the institution after serving as 
the E4W partner in charge of the Silverado engagement. 

Silverado obtained the permission of FHLB Topeka to change audi- 
tors. Before approving the change, personnel at FHLB Topeka communi- 
cated with Silverado management and E&W (although not with C&L) . 
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f. Silver ado. At The .Time QL C&L's Appplatjnent 
At the time of Coopers & Lybrand' s appointment as Silverado's 
auditor in September 1986, Silverado was already committed to a high- 
risk strategy. When 1985 ended, Silverado had $1.5 billion in total 
assets and a loan portfolio of nearly $1.2 billion concentrated in 
Colorado commercial real estate. Yet Silverado was thinly capital- 
ized, with equity barely 1 percent of total assets. During 1986, 
Silverado attempted to add to its thin capital. The institution's 
general lack of success in doing so is described in the next section. 

G. The Audit Qf Silverado's 1986 Financial Statement s 
Coopers & Lybrand prepared for the audit by assembling a team of 
people with experience tailored to the type of institution Silverado 
had become — a complex financial services organization, oriented 
toward commercial real estate loans, and an enterprise that did not 
hesitate to engage in complex, unusual transactions. The engagement 
partner heading the team was a senior audit partner in C&L's Denver 
office who was experienced in directing complex audit engagements and 
was familiar, through prior work, with the real estate environment in 
the region. 

It is customary to assign a second, or concurring, partner to an 
audit engagement. The concurring partner is often chosen in order to 
bring additional expertise to the audit team. On the Silverado en- 
gagement, the concurring partner was the head of Coopers & Lybrand' s 
thrift practice and resided at the time in its Houston office. He 
has had 20 years of experience in thrift accounting, including par- 
ticular experience with troubled thrifts in Texas. 
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Other audit team members had S&L audit experience at other lev- 
els of responsibility. These individuals included team members at 
the manager, supervisor, and staff levels. 

The audit of Silverado's 1986 financial statements was completed 
in March 1987. During the audit. Coopers & Lybrand identified and 
addressed a number of accounting issues of significance to 
Silverado's financial position and results of operations. Coopers 
& Lybrand' s audit work resulted in Silverado's having to reverse ac- 
counting for transactions previously reported to regulators and hav- 
ing to disclose details of certain transactions in the financial 
statements. Some of the significant highlights of the audit are sum- 
marized briefly below. 

i . 2 il ye rads.' s U^aiizStQcJC. Transactions 

Coopers & Lybrand learned that during 1986, certain borrowers 
had taken loans from Silverado and simultaneously used part of the 
loan proceeds to purchase stock in Silverado Financial Corp. (SFC) , 
the holding company that owned Silverado. Silverado's management 
argued that SFC had then "contributed" the purchase proceeds to Sil- 
verado, thereby resulting in a boost to the institution's capital. 
Silverado considered these loan-stock transactions as part of a pro- 
gram to rebuild the thrift's capital. Prior to the audit, Silverado 
had reported the stock purchases to regulators as part of the "capi- 
tal" necessary to satisfy regulatory minimum requirements. 

Coopers & Lybrand refused to consider the stock in these trans- 
actions as having been "purchased" and rejected the attempt to in- 
crease Silverado's "capital." Observing that Silverado had simply 
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held back the portion of the loan proceeds devoted to the stock pur- 
chase, Coopers 6 Lybrand concluded that the transaction was in sub- 
stance a stock subscription — a contractual commitment to purchase 
stock, but not an actual contribution of capital. 

Coopers & Lybrand' s position on this issue required Silverado to 
reverse the accounting treatment the institution initially gave these 
transactions and reported to regulators. Silverado's 1986 audited 
financial statements showed over $9 million in "stock subscriptions." 
This amount was deducted from Silverado's capital as a result of Coo- 
pers & Lybrand' s insistence upon the appropriate accounting treat- 
ment . 


2. silyeradQ.A "Loan, foal'' 

Silverado's loan growth during 1986 was small as compared to 
that of prior years. In an effort to protect itself from the risk 
associated with loans already made, Silverado formed a "pool" of ex- 
isting loans during 1986 with the intention of selling interests in 
the pool to outside investors. Silverado intended to sell "junior" 
interests in the pool, while retaining a "senior" interest. The 
holder of a "senior" interest in the pool would receive payments of 
interest and principal on the underlying loans in preference to the 
"junior" interest holder. Because of discounts associated with the 
sales price, the purchaser of a "junior" interest was purchasing an 
investment with a high upside potential; however, by virtue of its 
"junior" position, a "junior" interest holder would be the first to 
bear losses in the event of defaults on the underlying loans in the 
pool . 
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Silverado's formation of the pool did not shield individual 
loans from examination during the audit of Silverado's 1986 financial 
statements. Coopers & Lybrand' s audit team examined a number of 
Silverado's loans individually, including those in the loan pool- 
in effect "looking through" the loan pool. This loan-by-loan analy- 
sis contrasts with an aggregate approach used for traditional S&Ls 
and commercial banks with homogeneous loan portfolios. Under the 
aggregate approach, an institution's loan loss allowance is computed 
as a percentage of the aggregate amount of loans outstanding. 

Coopers & Lybrand' s audit work on Silverado's loans went far 
beyond the aggregate approach, which in the past had been used for 
many financial institutions. The loan-by-loan examination encom- 
passed loans accounting for about 65 percent of Silverado's commer- 
cial loan dollars. This is an unusually high degree of coverage in 
an audit, which necessarily involves testing or sampling of transac- 
tions, rather than examining every single transaction. 

Formation of the loan pool was disclosed in notes to the 1986 
audited financial statements. The notes discussed the characteris- 
tics of the "senior" and "junior" interests in the pool, and noted 
that sales of "junior" interests would provide Silverado with a de- 
gree of protection from loan losses. Regulators have agreed with 
this accounting analysis. 

Silverado did not reduce its loan loss allowance based upon the 
formation of the loan pool. While certain losses and expenses were 
charged against the allowance during 1986, the loss protection- 
arising in 1986 from the loss allowance and sales of junior inter- 
ests - was higher at year-end 1986 than at year-end 1985. 
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3. Milted rartv Triniactlona 

Apart from the loan-stock transactions already discussed, Sil- 
verado engaged in other transactions with "related parties"- stock- 
holders in Silverado Financial Corporation and entities in which 
these individuals had an interest. The notes to the 1M6 audited 
financial statements contained approximately three pages of single- 
spaced paragraphs disclosing information about these transactions. 
These paragraphs disclose that the transactions included loans, pur- 
chases of real estate, sales of "junior" interests in the loan pool, 
and joint ventures, and indicate that the related parties included 
major real estate developers. 

Such disclosure is the typical way in which an auditor deals 
with related party transactions. In the abstract, such transactions 
are neither inherently beneficial nor harmful. Transactions with a 
related party raise the question of conflict-of-interest, but, de- 
pending upon the facts and circumstances, they may prove beneficial 
to both sides of the transaction. Disclosure of related party trans 
actions in the financial statements serves as a "red flag" to call 
the transactions to the attention of readers. Readers of the finan- 
cial statements - including, in the case of a regulated enterprise, 
public officials — may then make evaluations, reach their own judg- 
ments, and act accordingly. 

4. Residential Loans To Officers. Aid .■Directors 

The notes to the 1986 audited financial statements also dis- 
closed that Silverado had made residential loans to officers and di- 
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rectors totalling more than $3 million. Although many S&Ls extend 
residential loans to employees on favorable terms, Cooperst Lybrand 
concluded that disclosure of these loans was necessary because of the 
amounts involved. 


5. The Audit Opinion And The 1986 Financial Statements 
The audit report was issued on financial statements showing a 
thinly-capitalized institution - with equity slightly above 2 per- 
cent of total assets - that today would not meet the capital re- 
quirements imposed by FIRREA. The 1986 financial statements showed 
Silverado with: 

• $1.1 billion in commercial real estate and construction 
loans - that is, 85 percent of its loans in the riskiest type 
of real estate loans made; 

• $127 million of loans being restructured because the borrower 
was having difficulty making payments; 

• $93 million of speculative investments in real estate; and 

• significant amounts of related party transactions. 

Notes to the 1986 financial statements contain pages of narra- 
tive disclosure calling attention to unusual transactions— transac- 
tions the regulators have indicated they believe to present risks to 
an insured institution. Among the most significant points in the 
narrative was the disclosure that Silverado had attempted to build 
capital by making loans. The attempt was not successful because Coo- 
pers & Lybrand had refused to accept the accounting treatment pro- 
posed by Silverado. 
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5. SilYeradQ . during .,13 .8? 

Silverado's lending tapered off during 1987. The institution's 
loans receivable balance actually declined from $1.3 billion at 
year-end 1986 to $1.2 billion at year-end 1987. 

Dramatic adverse developments occurred in the Denver real estate 
market during 1987 with dire consequences for Silverado. Interest 
rates started upward again during 1987 (see Figure 8) . Tax law 
changes enacted during 1986 that removed tax-oriented advantages of 
real estate investment also had an adverse effect on real estate val- 
ues. Real estate foreclosures in Denver took a quantum leap in 
1987 — nearly $400 million, up from less than $200 million in 1986 

(see Figure 9) . For Silverado, these conditions translated into in- 
creased loan delinquencies, foreclosures, and in-substance ownership 
of depressed real estate. 


Figure 8 

Commercial Bank Prime Rate 
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Source Rad Estate In The 90i, Moor* Commercial 


During 1987, Silverado also made a major commitment to a new 
type of investment - residual interests in real estate mortgage in- 
vestment conduits (REMICs) . REMICs were a new and complex form of 
investment. They were pools of mortgages, divided into layers or 
"tranches" sold to investors. Each tranche had a particular yield 
and associated risk. 

While some REMIC tranches were of relatively low risk, Silverado 
invested in the "residual" interests - the interests remaining when 
all other tranches had been sold. The residuals, therefore, were the 
riskiest of the REMIC interests. While Silverado's REMIC residuals 
offered high yields — as much as 18 percent at the time of pur- 
chase - there were considerable corresponding risks. The yield of 
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Silverado's REMIC residuals was sensitive to, among other things, the 
spread between effective interest rates on the pooled mortgages and 
an international interest rate, the London Inter-Bank Offering Rate 
(LIBOR) . 

By the end of 1987, Silverado had invested nearly half a billion 
dollars in REMIC residuals and similar investments. A large enough 
rise in LIBOR could wipe out most of the value of the residuals. 

LIBOR was relatively steady through 1987 and the first quarter of 
1988, but thereafter began to rise sharply (Figure 10)- - with dis- 
astrous consequences for Silverado's residual interests. 


Figure 10 
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I. Audit Of Silverado's 1987 Financial Statement s 

During Coopers & Lybrand' s audit work, which was conducted 
largely during the first half of 1988, it became apparent that the 
area of greatest concern was the evaluation of Silverado's loan port- 
folio in light of the depressed real estate conditions in areas where 
Silverado's loans were concentrated. With Denver real estate fore- 
closures hitting record levels in 1987, loan evaluation became a 
critical issue. 

As in the prior audit, Coopers & Lybrand examined individual 
Silverado loans. Coopers & Lybrand noted that Silverado had experi- 
enced a jump in the rate of foreclosures and delinquencies. Upon 
examining Silverado's individual loan files. Coopers i Lybrand became 
concerned that the appraisals for real estate securing Silverado's 
loans, though appearing reasonable when made, had been rendered obso- 
lete by the deepening depression in the real estate markets. These 
appraisals could no longer be used as indicators of future value. 
Unlike the prior year, when general economic conditions justified a 
degree of optimism for a turnaround in the real estate markets, the 
precipitous downturn in 1987 undermined earlier appraisals that had 
reflected that earlier judgment. 

1. Initial Audit Work And Report To Regulators In April 

1988 

In April 1988 , Coopers & Lybrand reported to regulators on the 
audit progress and resulting concerns that had been identified by 
that date. Coopers & Lybrand' s engagement partner attended a meeting 
of Silverado management with personnel of the FHLB Topeka. He dis- 
cussed the progress on the examination of Silverado's loan portfolio 
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and described the difficulty of evaluating the portfolio in the midst 
of a downward spiral in real estate prices. He discussed with the 
regulators Coopers & Lybrand' s concerns about Silverado and indicated 
that the Firm might issue a qualified opinion on Silverado's 1987 
financial statements because of the uncertainty in ascertaining real 
estate values at that time. A "qualif ied" opinion is one containing 
qualifications or limitations to the auditor's more customary opin- 
ion, which is called an "unqualified" (or sometimes a "clean") opin- 
ion . 

The regulators at FHLB Topeka responded that the uncertainty 
surrounding real estate valuation was not a sufficient reason for an 
auditor to qualify an opinion. The auditor, the regulators sug- 
gested, should simply require the institution to obtain new apprais- 
als, or should do unspecified "more work" to achieve sufficient cer- 
tainty. 


2. Applying -Foreclosure" Rules To Silverado's Loan 

Portfolio 

Because of the dramatic jump during 1987 and early 1988 in fore- 
closures on Silverado's loans — which was also occurring in the re- 
gion generally (Figure 9) — Coopers & Lybrand concluded that "fore- 
closure" accounting rules should be applied to the valuation of real 
estate securing virtually all of Silverado's commercial real estate 
loans. The "foreclosure" rules were more stringent than those nor- 
mally applied in evaluating real estate loans. For example, the 
foreclosure rules called for determining the "fair value" of real 
estate — the expected price at a current sale. Ordinarily, in de- 
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termining the value of property, it is assumed that an owner might 
hold the property for a reasonable period to obtain stabilized rents 
and occupancy. Although there had not been actual foreclosures upon 
many of the properties securing Silverado's loans. Coopers & Lybrand 
concluded that under the prevailing economic conditions the allowance 
for losses should be computed as if, in substance, foreclosures had 
occurred. 

This conclusion resulted in Silverado's booking an increase to 
its loan loss allowance of over $200 million. As a further result, 
Silverado's 1987 audited financial statements reported a net loss of 
nearly $250 million for the year, and an insolvency of approximately 
$200 million. 


3 . The Qualified Opinion 

Coopers & Lybrand' s opinion on Silverado's 1987 financial state- 
ments was qualified. The opinion immediately warned a reader that: 

• Silverado had fallen below minimum regulatory capital require- 
ments; 

• Silverado was subject to a formal operating agreement which 
FSLIC imposed during the fourth quarter of 1987; 

• there was substantial doubt as to Silverado's ability to con- 
tinue as a going concern; and 

• despite the $237 million increase in the loan loss allowance 
Silverado had already booked, real estate market conditions 
might cause further decline in the value of Silverado's loan 
portfolio. 
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4. fltJMu: Piaclomrfii 

Thm 19$7 audited financial statements also disclosed Silverado's 
investment strategy of committing nearly half a billion dollars to 
purchases of REMIC residuals and similar investments during 1987. 
Notes to the financial statements discussed the nature of these in- 
vestments and their sensitivity to interest rate fluctuations. And, 
as in 1986, the 1987 financial statements disclosed related party 
transactions and residential loans to Silverado's officers and direc- 
tors . 

j. Lat&c Srenta Leading Iq Regulators' Closing. 

Silverado 

Following the issuance, at the end of July 1988, of Silverado's 
audited 1987 financial statements showing a $200 million insolvency, 
and Coopers & Lybrand' s qualified opinion, Silverado experienced a 
run on deposits. Regulators have reported that during a period of a 
few days, more than $60 million in deposits were withdrawn. Sil- 
verado appealed to FHLB Topeka to advance funds to survive this li- 
quidity crisis. 

During the second half of 1988, regulators were in contact with 
Silverado management almost on a daily basis to monitor Silverado's 
condition and to discuss efforts to raise additional capital for the 
thrift. During these months, Silverado's financial condition wors- 
ened. Continued depression in real estate markets caused further 
deterioration in the value of Silverado's loan portfolio. On the 
investment side, the rising LIBOR during the second half of 1988 
caused the value of Silverado's REMIC residuals to plummet. In early 
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December 1988, Silverado was placed in receivership and its doors 
were closed. 


k. Reasons far .SilYSEafla' s Failure 

A detailed examination of the factors that placed Silverado at 
risk and led to its eventual failure are beyond the scope of this 
Statement. Such factors would include the deregulation of thrift 
interest rates and investment activities; increases in deposit insur- 
ance coverage; the sophistication of depositors who shopped for high 
interest rates without incurring any increase in risk; the resulting 
competition among financial institutions in an environment of deregu- 
lation; and the emergence of complex loan and investment transactions 
as thrifts sought to obtain yields to cover the higher interest rates 
they were offering to depositors. 

The events that led most directly to Silverado's failure, how- 
ever, are more easily summarized. They include: 

• realization of downside risks inherent in Silverado's loan 
portfolio; 

• losses on Silverado's investment in REMIC residuals; 

• Silverado's liquidity crisis of mid-1988; and 

• Silverado's inability to attract additional capital. 

i. silvexado's Loan Lossas 

By the end of 1985, Silverado had committed itself to a $1 
billion loan portfolio concentrated in high-risk commercial loans in 
an area driven by performance of the energy sector of the economy and 
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therefore vulnerable to a real estate recession when the energy boom 
subsided. Unfortunately, a severe real estate depression occurred, 
the effects of which are present even to this day in the metropolitan 
Denver area. Real estate foreclosures in metropolitan Denver took a 
quantum leap in 1987 from levels in prior years. Foreclosures con- 
tinued upward in 1988 and slackened only slightly in 1989. 

2. Investment In REMIC Residuals 

By committing nearly half a billion dollars to REMIC residuals 
during 1987, Silverado played a high-risk strategy in an attempt to 
offset some of the risk associated with its loan portfolio. REMIC 
residuals offered high upside potential if LIBOR remained stable or 
fell. Unfortunately, LIBOR rose during the second half of 1988, af- 
ter a period of relative stability. Silverado's REMIC residuals, 
therefore, plummeted in value. 

3. Silverado* s Liquidity Crisis 

After the release of Silverado's 1987 audited financial state- 
ments, showing a $200 million insolvency, Silverado experienced a run 
on deposits. Over $60 million in deposits were withdrawn during only 
a few days — a run that illustrated Silverado's dependence upon 
large depositors who freely shopped among institutions and would 
withdraw upon signs of trouble. 

4 . Inability To Attract New Capital 

Despite the reported $200 million insolvency, regulators talked 
with Silverado management during the second half of 1988 about the 
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possibility of raising additional capital. The decision to place 
Silverado in receivership appears to have occurred only after these 
communications broke down. 

L. Relationship Qf Audita To Regulation 

Audits and audited financial statements unquestionably have an 
important role to play in the process by which thrift institutions 
are regulated. An audit is designed to result in financial state- 
ments that reflect the institution's financial position at a point in 
time and disclose significant historical events having a financial 
statement impact. The audited financial statements can provide regu- 
lators with important information, and regulators can take appropri- 
ate action. 

The Silverado experience, however, teaches that audited finan- 
cial statements are not the exclusive source of information for the 
regulators. Regulators initiate communications with management much 
more frequently than once a year, obtain reports that go well beyond 
annual financial statements, and influence management decisions— 
all backed by the power to issue subpoenas, to compel testimony, and 
to impose enforcement sanctions conferred by statute- powers un- 
available to an auditor. 

The regulators' concerns, moreover, are necessarily broader than 
those of the auditor. The auditor is concerned primarily with 
whether transactions have been properly recorded and disclosed. The 
regulator is responsible for determining whether transactions are 
sufficiently "safe and sound" to constitute acceptable management 
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practices. The judgment as to what is "safe'' and "sound" is commit- 
ted by law to the regulators. 

For at least the last eight years of its life, Silverado was 
under intense regulatory scrutiny. Not only was it the subject of 
annual examinations, but the regulators also held meetings with man- 
agement and demanded reports addressing particular management prac- 
tices much more frequently. While regulators may have reviewed 
Silverado's annual audited financial statements and the "red flags" 
disclosed, the regulators were already aware of the risks at Sil- 
verado from their frequent regulatory examinations of Silverado and 
repeated communications with Silverado management during the decade 
of close regulatory monitoring of the institution. 

Moreover, regulators monitored Silverado's operations by apply- 
ing "regulatory accounting principles" (RAP) . These principles dif- 
fered from the generally accepted accounting principles (GAAP) which 
were the basis for presentation of the financial statements audited 
by Coopers & Lybrand. In a number of instances, the financial infor- 
mation reported in the audited GAAP financial statements differed 
significantly from information Silverado reported to regulators em- 
ploying RAP. The distinctions between GAAP and RAP are complex. In 
many instances, RAP allowed thrifts to present a more favorable fi- 
nancial picture than GAAP; an illustration is the RAP rule that per- 
mitted "general" or "unallocated" loan loss allowances to be ignored 
in computing a thrift's regulatory capital. Under GAAP, by contrast, 
all loan loss allowances reduce assets and equity. Other differences 
resulted from Coopers & Lybrand' s decision to require Silverado to 
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reverse accounting treatments previously reported to regulators— as 
occurred when Coopers & Lybrand refused to agree to Silverado's deci- 
sion to treat stock purchases in the "loan-stock" transactions as 
"capital . " 

CONCLUSION; XUS PURPOSES QF THE AUDIT PROCESS WERE- FULFILLED 
The events during the period Coopers & Lybrand served as 
Silverado's auditor show that the audit process fulfilled its pur- 
poses. An auditor cannot predict the future. The best the auditor 
can do is to insist that the financial statements disclose risks 
based upon currently known information and accurately record events 
as risks materialize. The Silverado financial statements audited by 
Coopers & Lybrand did this by: 

• disclosing the risks presented by the concentration of 
Silverado's loans and by the institution's investments in 
REMIC residuals; and 

• disclosing Silverado's increasingly worsening financial posi- 
tion — and ultimately the insolvency — as these risks were 
realized. 

The audits also halted improper accounting treatment- such as 
Silverado's desire to treat "loan-stock" transactions as creation of 
"capital" - and alerted regulators to transactions that served as 
"red flags." 
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Without doubt, improvements can be made to the system of regula- 
tion, including disclosure. A "gamesmanship" posture- in which 
regulators wait to see whether auditors will discover what the regu- 
lators already know or suspect - can no longer be tolerated. In the 
case of Silverado, however, there was ample information about the 
course the institution's management had chosen and the risks in- 
volved. All that was missing was the mythical crystal ball; no one 
could know the future. 

Respectfully submitted, 
COOPERS & LYBRAND 

May 22, 1990 
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I. INTRODUCTION 


A. Scope 

We are pleased to present this written statement to the Committee 
regarding the regulation of Silverado Banking, Savings and Loan 
Association, Denver, Colorado, now in receivership. 

This statement is a joint presentation of Terry Sandefur, Brian 
HcCormally and Dorothy Van Cleave from the OTS' Topeka District 
office and Stephen Hershkowitz from the OTS' Office of Chief 
Counsel/Enforcement. The Topeka District examines and supervises 
savings and loan associations in the four state region of Colorado, 
Kansas, Nebraska, and Oklahoma. Because many of the transactions 
occurred before the witnesses became involved in Silverado's 
operations, this statement was prepared in reliance upon historic 
supervisory and examinations files. As a result, oral and written 
testimony may not be based upon first hand knowledge. Moreover, 
the statement is not an exhaustive statement of every regulatory 
action concerning Silverado. Rather, only significant regulatory 
concerns have been included herein. 

B. Institution History 

Silverado Banking, Savings and Loan Association (Silverado) was a 
state-chartered thrift institution headquartered in Denver, 
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Colorado. At tho time of its closing on December 9 , 1988 , 
Silverado had $2.2 billion in total assots and a r sport ad negative 
not worth of $264.8 aillion. 

Silvorado was originally chartorod on January 31, 1956, as 
Littloton Savings and Loaa Association (Littleton), aad rocoivod 
final approval of insuranco of accounts froa tho Fodoral Hoao Loan 
Bank Board (Bank Board) on Harch 27, 1957. Littloton subsoquontly 
aorgod with another state-chartered thrift, Hilo High Savings and 
Loan Association, in 1970 and changed its naao to Hilo High Savings 
and Loan Association (Hilo High) in 1974. During tho mid-1970s, 
tho institution suffered froa asset quality probloas which resulted 
in tho acquisition of the institution by w. Jaaes Hots in Juno 
1976. Hr. Hetz contributed the outstanding shares of a aortgage 
banking coapany to purchase 88 percent of the coaaon stock of Hile 
High. Mr. Metz brought in Michael Wise as president and aanaging 
officer of the institution in 1979. Mile High subsequently changed 
its name to Silverado Savings and Loan Association in 1980 and to 
Silverado Banking, Savings and Loan Association, in October 1982. 

During the early 1980s, Silverado grew through mergers with other 
state-chartered thrift institutions, including Security Savings and 
Loan Association, Colorado Springs, Colorado, in March 1981 and 
First Summit Savings and Loan Association, Breckenridge, Colorado, 
in March 1983. Silverado also acquired four branch offices from 
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another state-chartered thrift, Otero Savings and Loan Association, 
in June 1983. The total impact of these mergers and branch 
acquisitions was to increase Silverado's asset size by 
approximately $185 million, from $66 million to $251 million. 

On June 30, 1986, Silverado Financial Corporation (SFC), a unitary 
savings and loan holding company, was formed. SFC acquired the 
common stock of Silverado through a reorganization whereby the 
common shareholders of Silverado exchanged their stock in the 
institution for stock in the holding company. After the 
reorganization, Mr. Metz continued to control the institution 
through his approximate 90 percent ownership of the common stock of 
SFC. Michael Wise, the chairman and managing officer of Silverado, 
owned the bulk of the remaining common stock (10 percent). In 
conjunction with this reorganization, the majority of preferred 
shareholders also exchanged their preferred stock holdings in 
Silverado for preferred stock in SFC. 

C. The Role of Management, Board of Directors, and Outside 
Auditors 


An insured financial institution has three lines of defense against 
imprudent or abusive management practices that are detrimental to 
its depositors, creditors, stockholders and the federal insurance 
fund. These three lines of defense are the board of directors, the 
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outside auditors, and the regulators. The board of directors is 
responsible for guiding the course of the institution and providing 
oversight of management that should result in a safe, sound, and 
prudent operation. The board of directors at Silverado, as a 
group, had impressive credentials and appeared, at first blush, to 
have the necessary capabilities to fulfill its requisite oversight 
responsibilities. In practice, however, the board of directors of 
Silverado operated as a rubber stamp for management. 

The proximate cause of Silverado's failure was the losses that 
occurred as a result of an excessive concentration of high-risk 
assets that were not supported by an adequate level of outside 
tangible capital. Troubled assets were a direct result of a 
calculated plan to engage in a line of business that significantly 
increased the probability of loss to the taxpayer. Insider abuse 
and self-dealing also were evident at the institution, but were not 
the primary causes of the losses recognized by Silverado. 

Ultimately, however, responsibility for the failure of Silverado 
falls back upon its management and board of directors. Under 
virtually all law, the board of directors is responsible for 
providing independent judgment in reviewing management's plans, and 
ensuring the prudent implementation of policies and practices to 
meet corporate goals and objectives. Such a role is not unique to 
savings institutions. because management of Silverado took 
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excessive risks, engaged in abusive or questionable practices to 
generate short-tern gains, and undertook innovative manipulations 
to avoid recording losses, the role of the directors was even more 
crucial. Throughout Silverado's history, the board did little 
beyond rubber stamping the activities of its sophisticated, bright 
and manipulative management team. 

The board of directors of Silverado also allowed management to 
terminate its existing independent audit firm in 1986, in favor of 
much less experienced auditors. These new auditors appear to have 
been taken in by the creative talents of the management team, which 
resulted in their certification of a financial picture of Silverado 
that was far from accurate. Competent outside auditors serve as a 
check for the board of directors on the activities of management, 
particularly as to maintenance of a strong system of internal 
controls and assurances that the institution's financial condition 
is being accurately reported in financial statements. The 
auditors' certification of Silverado's financial condition for the 
year 1986 resulted in a further dissipation of assets through the 
payment of exorbitant bonuses to management, and also provided 
management with weaponry to use against the regulators. 

Silverado's board of directors completely failed to protect the 
institution. Silverado's outside auditors also failed to fulfill 
their responsibility to provide a defense against the abusive 
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practices undertaken by management after 1985. The examiners 
provided numerous warnings to Silverado's board throughout the 
early and mid-1980s. The activities of management became 
progressively more abusive, culminating in 1986 with transactions 
that defied prudent banking practices and fundamental common sense. 
Silverado's activities were finally restrained through a 
coordinated effort between regulatory personnel at the Federal Home 
Loan Bank of Topeka ( FHLB of Topeka) and personnel at the Bank 
Board's Office of Enforcement (Enforcement) that began in the 
latter half of 1986. 

D. Significant Supervisory Actions 

Prior to 1986, supervisory action on Silverado was generally 
limited to informal actions initiated by the Supervisory Agent. 
Silverado's management team largely complied with these informal 
supervisory actions. In retrospect, however, it is obvious that 
Silverado's board and management merely paid lip service to the 
serious warnings given by the FHLB of Topeka examiners. The formal 
and informal enforcement and supervisory actions commencing in 
1986, and continuing to this date, are set forth throughout the 
remainder of this text. For a chronological listing of these 
supervisory and enforcement actions, refer to attached Exhibits 1 
and 2. 
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II. ISSUES AND PROBLEMS AT SILVERADO 

A. Silverado's Operations, 1980 through 1985 

In this time period, Silverado fell into a pattern that was 
prevalent in the thrift industry: significant growth in total 

assets, funding of asset growth with volatile deposits, investment 
in higher risk commercial real estate and land loans, reliance upon 
nonoperating (primarily loan fee) income for profitability, and 
significant leveraging of capital. The growth undertaken was 
apparently intended to improve depressed interest margins resulting 
from the high interest rate environment in the early 1980s, and to 
tap loan fee income as a source of continuing profitability. The 
profits generated from the loan fee income also increased the 
amount of capital available to support even more growth. 

1 . Asset Growth 

Silverado experienced steady asset growth from its inception in 
1957 through 1980, ending that year with approximately $83 million 
in total assets. The institution had an uneven earnings history 
during this period of time, and, during the mid-1970s, had many 
problem assets. The erosion of capital resulting from these 
problem assets led to the acquisition of the institution by 
Hr. Nets in June 1976. 
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Silverado grew substantially between 1980 and 1985 , increasing 
total assets from $83 Billion at the end of 1980 to $1.5 billion at 
the end of 1985. From the end of 1980 to the end of 1983, the 
institution grew to $371 Billion in total assets, at an annualized 
average growth rate of 74 percent. See Exhibit 3. Half of this 
growth was attributable to the Bergers and branch acquisitions 
previously described. Silverado continued its explosive growth in 
1984 and 1985, with total assets increasing by 157 percent and 59 
percent, respectively. A significant aaount of this growth was 
funded with deposits obtained through an active Boney desk 
operation and with Federal Hose Loan Bank advances (totaling $231 
Billion as of DeceBber 31, 1985). The utilization of a Boney desk 
operation enabled Silverado to tap into the same source of deposits 
represented by brokered funds, but without the restrictions imposed 
by the brokered deposit regulation. 

2. Asset Structure 


In 1982, Silverado began to aggressively pursue the origination of 
loans secured by commercial real estate and unimproved land. Much 
of Silverado's asset growth from 1982 through 1985 was concentrated 
in these higher risk lending activities. See Exhibit 4. 
Commercial real estate and land loans totaled $959 Billion at the 
end of 1985, representing 63 percent of total assets. The loan 
fees generated from these high risk lending activities, and 
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actually funded f rom the loan proceeds , were the source of a 

majority of the profits reported by Silverado between 1983 and 
% 

1985. Silverado recorded loan fee income of $12 million, $17 

aillion, and $12 million to generate reported profits of $4 
million, $6 million, and $8 million for 1983, 1984, and 1985, 

r 

respectively. 

in order to supplement the institution's own origination of such 
loans, Silverado also purchased participations in similar loans 
from other thrift institutions across the country (i.e.. Bell 
Savings and Loan Association in San Mateo, California, another 
failed thrift institution). However, the nationwide participation 
loans purchased by Silverado did not constitute the bulk of the 
institution's higher risk loan portfolio. 

3 . Risks Associated with Typical New Assets 

It should be noted that the substantial income derived by Silverado 
from the institution's lending activity during the early 1980s is 
indicative of the high level of credit risk (the risk of 

nonpayment) associated with such loans. Typically, many of these 
loans were structured with little or no cash equity from the 
borrower, a loan-to-value ratio in excess of 80 percent, and 
limited or no recourse to the borrowers or obligors in the event of 
default. Loans with high loan-to-value ratios leave the 
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originating financial institution with little or no safety cushion 
if problems develop with repayment of the loan. 

Additionally, almost all of these loans were structured with 
substantial interest reserves to fund the interest payments on the 
loan. The interest reserve was established based upon the 
borrower's often questionable "appraised equity" in the 
collateralising property. An interest reserve serves to pay 
interest due on a loan by increasing the principal balance of the 
loan. No cash payment is received from the borrower until the 
interest reserve is depleted. 

In Silverado's case, interest reserves often made a troubled loan 
appear to be a performing healthy loan. Silverado was particularly 
susceptible to risk of loss on these loans because many of the 
appraisals supporting the loans (and the attendant interest 
reserves) reflected substantially over inflated values for the 
collateral property. Silverado's commercial real estate and land 
loans were typically multi-million dollar loans and each 
represented a substantial percentage of Silverado's capital. 

The lending practices followed by Silverado from 1982 to 1985 were, 
unfortunately, standard procedures for many thrift institutions 
during this period of time. The passage of the Garn-St .Germain Act 
in 1982, and the attendant liberalisation of Bank Board 
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regulations, allowed thrift institutions to loan up to 100 percent 
of value on nonresidential real estate collateral and expanded the 
thrift's authority to originate commercial real estate loans. Then 
existing regulations also permitted thrift institutions to loan up 
to 100 percent of capital to a single borrower for loans secured by 
real estate. Together, these regulations provided an opening that 
generally increased overall credit risk exposure. Moreover, in 
1984 and 1985, Silverado took advantage of the more liberal direct 
investment rules available to state-chartered institutions in 
Colorado and began to invest heavily in real estate, usually 
through a service corporation joint venture arrangement. 

4 . Leveraging of Capital 

Because of the number of institutions facing severe financial 
difficulties in the early 1980s due to the high interest rate 
environment, the Bank Board significantly lowered minimum 
regulatory capital standards. The relaxed regulatory capital 
standards in the early and mid-1980s increased the ability of 
thrift institutions such as Silverado to grow. These standards 
established low minimum capital requirements (at 3 percent of total 
liabilities), and allowed deferred losses and other favorable 
differences between regulatory accounting principles (RAP) and 
generally accepted accounting principles (GAAP) to be considered as 
capital. Earnings generated from institution-funded loan fees 
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resulted in additional capital that could be further leveraged. 
Silverado had fully leveraged its existing capital by mid-1984, 
with regulatory capital reported at 3 percent of total liabilities. 


In order to continue its aggressive rate of growth, Silverado 
sought out sources of additional capital. In the fourth quarter of 
1984 and the first quarter of 1985, Silverado entered into a series 
of real estate for stock arrangements to enhance the institution's 
regulatory net worth and GAAP capital base. Under these 
arrangements, Silverado acquired, at appraised value, certain real 
estate (usually undeveloped land) through real estate joint 
ventures. The seller was paid the appraised equity in the real 
estate in the form of Silverado preferred stock. Silverado 
reported an additional $35 million in capital through these real 
estate for stock deals in 1984 and an additional $4.5 million in 
early 1985, increasing reported capital to more than 6 percent of 
total liabilities at December 31, 1984. See Exhibit 5. 

Certain developers became preferred stockholders in Silverado in 
1984, as a result of the real estate for stock exchanges, 
collectively acquiring $35 million. These transactions were 
legally permissible according to opinions received by the 
Supervisory Agent from the Bank Board's Office of General Counsel 
and were accepted by the institution's independent auditors 
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Ernst and Whinney. The reported infusion of capital from these 
real estate for stock exchanges gave Silverado additional capacity 
to grow, with Silverado increasing total assets by 72 percent, up 
to $953 Billion, froa June 1984 to December 1984. 

Silverado continued to leverage its capital with additional 
significant growth in 1985, increasing total assets by 59 percent 
during that year. More than 60 percent of the total increase in 
assets in 1985 occurred in the first quarter of the year, prior to 
the effective date of the liability growth regulation proaulgated 
by the Sank Board in early 1985 (asset growth is funded by 
liability growth). Additional "earning 11 loans were put on the 
books (Bost of which were being serviced froa interest reserves) to 
mitigate the impact of probleB loans (a loan not paying as agreed 
in the original loan teras) that were then surfacing in the 
portfolio. The interest and fee incoae froa the new loans were 
used to offset or cover the lack of incoae froa the problea loans. 
Many of these problea loans developed when the built-in interest 
reserve for the loan, as based upon its appraised value, was 
exhausted and it was necessary for the project to perform on its 
own merits. 


5 . Silverado's Response to Regulatory Concerns 

From 1980 to 1985, examinations of the institution indicated 
deficiencies in the underwriting of Silverado's lending activities. 
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and concern over the reliance upon loan fee income for 
profitability. Initially, many of the identified underwriting 
problems concerned deficient loan documentation and inadequate 
policies and procedures to support the inherently risky nature of 
Silverado's lending activities. The examination criticism of the 
institution's loan underwriting also included the use of inadequate 
appraisals for underwriting purposes. In response to examination 
criticisms, the institution revised lending and appraisal policies, 
improved staffing by hiring better qualified and more experienced 
personnel, and reported additional capital (through the real estate 
for stock deals in 1984 and 1985). Silverado also sought to 
decrease the credit risk in participation loans it purchased by 
requiring subordination of the portion of the loan retained by the 
selling institution, i.e., Silverado's portion was senior to that 
retained by the selling institution. 

Throughout the early 1980s, in response to examination criticisms, 
Silverado greatly increased the number of professionals in senior 
and middle level management positions. Silverado assembled a 
senior management team with individuals who possessed significant 
thrift industry and public accounting experience, or who otherwise 
possessed impressive credentials. As an example, Robert Lewis, an 
audit partner at Ernst and Whinney who had been responsible for 
Silverado's independent audits from 1981 through 1983, was hired in 
1984 as Silverado's Chief Financial Officer. In addition. 
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Silverado's senior Mn« 9 «i«Rt team maintained a high prafile among 
tha thrift Industry's alita. Michael Wise, the Chairman and Chief 
executive Officer of Silverado, served in various high prafile 
positions on the Thrift Advisory Council of the Federal fteserve 
hoard (as President), the financial Account inf Standards hoard 
Advisory Council, and the rederal Hone Loan Mortgage Corporation 
Advisory Council. Nr. Wise served two terns on the board of 
directors of the rederal Hone Loan Bank of Topeka. Mr. Wise was 
considered a rising star in the United States League of Savings 
Institutions (U.S. League), serving on its board of directors and 
executive committee and chairing its regulatory policy committee. 
He also served on the U.S. League's legislative committee, economic 
policy committee, FSLIC task force, and organizational committee. 
Until concern was expressed by supervisory staff at the FHLB of 
Topeka, Mr. Wise was even being considered for President of the 
U.S. League in 1988. 

6 . Summary 

Silverado proclaimed it was on the "cutting edge" of new 
developments and opportunities in the thrift industry during the 
early and mid-1980s. Under the guidance of its management and 
board of directors, Silverado turned away from traditional thrift 
activities. Silverado concentrated its lending activities in 
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nonresidential lending areas, invested heavily in speculative land 
projects, and moved away from a stabilized retail deposit base by 
concentrating its efforts on wholesale sources of funding (through 
a money desk operation and FHLB advances) for its growth. The 
senior management team at Silverado was considered by many to be 
bright, sophisticated, and indicative of the new management style 
that would be prevalent in the thrift industry of the future. 

B. Change in Auditors in 1986 
1 . Background 

By 1985, Silverado's senior management became aware that a 
significant number of the institution's large commercial real 
estate and land loans were showing signs of weakness and would not 
be repaid according to their original terms. In recognition of 
developing loan losses, Silverado purchased an insurance policy to 
cover losses on large nonresidential real estate loans in its 
portfolio as of March 31, 1985. This insurance policy provided 
coverage up to 105 percent of premiums. An examination in July 
1985 identified $10.6 million in loan losses that Silverado had not 
recorded. Even upon recognition of these losses, the institution's 
reported regulatory capital exceeded its minimum requirement by 
more than $14 million. 
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2 . The 1985 Independent Audit 

in April 1986, Ernst and Whinney, the institution's independent 
auditors, issued its audit report on Silverado's GAAP financial 
statements for the year ended December 31, 1985. These financial 
statements reflected loan losses of $41.1 million, a total net loss 
of $20.1 million for the year, and ending GAAP capital of $17.5 
million. Ernst and Whinney noted in the report that $26.6 million 
of these losses were not allocated to specific loans and, 
accordingly, were not required to be deducted from capital on 
regulatory financial statements. 

Silverado had several disagreements with Ernst and Whinney 
regarding the amount of loan losses that existed in its portfolio 
and the way in which Ernst and whinney had determined loan losses. 
These disagreements were ultimately resolved, and the audit report 
released by Ernst and Whinney contained an unqualified opinion on 
the 1985 financial statements. An unqualified opinion is one in 
which the auditor states that there are no deviations from GAAP in 
the financial statements and the statement, taken as a whole, 
fairly represents the financial condition. 
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3. Ernst and Whinney' s Termination as Independent 
Auditors 


On August 28, 1986, Silverado terminated Ernst and tfhinney, 
informing the FHLB of Topeka of two reasons for the change in 
auditors: 1) Ernst and whinney' s audit fees were considered 
excessive, and 2) Silverado desired to enhance the appearance of 
impartiality and independence of its public accountants purportedly 
due to the fact that Silverado's Chief Pinancial Officer (Robert 
Lewis) was formerly the audit partner in charge of the Silverado 
audits from 1981 through 1983. Silverado also noted that no 
disagreements had existed with Ernst and Ifhinney. Ernst and 
Whinney subsequently notified the PHLB of Topeka that disagreements 
over accounting for loan losses and related party transactions had 
occurred during the 1985 audit, but had been resolved to Ernst and 
Whinney' s satisfaction prior to the issuance of the 1985 audit 
report. Information obtained by the 407(m)(2) formal examination 
in 1988 disclosed that Silverado's senior management had discussed 
various issues involving the recognition of losses on troubled 
loans with representatives of Coopers & Lybrand in June 1986, three 
months before Ernst and whinney was terminated and Coopers a 
Lybrand was hired. In September 1986, Silverado engaged the Denver 
office of Coopers 6 Lybrand as independent auditors for the year 
ending December 31, 1986. This case appears to be a clear example 
of what is commonly referred to as "opinion shopping". 
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"Opinion shopping" occurs when there is a disagreement between an 
auditor and the client on an accounting issue, and the predecessor 
auditor is fired in order to hire another auditor who will take a 
■ora liberal position on an accounting issue that is more amenable 
to the client. In this instance, Silverado disagreed with Ernst 
and Whinney over the appropriate methodology for the recognition of 
loan losses, and terminated Ernst and Whinney in favor of Coopers a 
Lybrand, from whom Silverado had already received a letter agreeing 
with Silverado's position on loan loss recognition. 

4 . Selection of New Auditors - Coopers & Lybrand 

Based upon the FHLB of Topeka's review of Coopers a Lybrand' s 
workpapers in 1987, it became quite apparent that the Denver office 
of Coopers a Lybrand did not have personnel experienced in auditing 
the financial statements of thrift institutions. The audit report 
issued by Coopers a Lybrand, dated January 29, 1987, included an 
unqualified opinion on Silverado's financial statements for 1986. 
Those statements reflected that Silverado had earned profits in 
excess of $15 million for the year, and that the institution had 
increased its GAAP capital from $17.5 million to $45.5 million. 
The financial statements also indicated that Silverado had reversed 
$2.7 million of previously recognized loan losses. Based upon the 
purported $15 million in profits for 1986, as certified by Coopers 
6 Lybrand, Silverado's board authorized the payment of bonuses in 
excess of $2.7 million to its officers. 
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5 . Deficiencies in 1986 Audit 


It was also discovered that Coopers ft Lybrand had allowed Silverado 
to reverse more than $10 million in previously recognised loan 
losses, rather than the reported $2.7 million. According to 
documentation subpoenaed by the Bank Board from Coopers ft Lybrand, 
Silverado approached the audit firm in March 1988 and disclosed 
that if the appropriate methodology for determining loan losses 
had been used in 1986, Silverado would have reported additional 
loan losses of more than $26 million for 1986. 


6 . Importance of an Accurate Independent Audit 

The requirement under applicable regulations for thrift 

institutions to undergo an annual audit by independent accountants 
is one of the primary lines of defense against abusive management 
practices, particularly with respect to reported financial 
performance and adequacy of internal control systems. Silverado's 
audit report for 1986 inaccurately reflects that it was an 
institution with healthy earnings, strongly increasing capital, and 
decreasing problems with its loan portfolio. 

The 1986 audit performed by Coopers ft Lybrand is an example of an 
audit failure. The flagrant nature of this audit failure is 
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indicated by the reversal of previously recognised loan losses, 
despite the fact that the collateral supporting Silverado's major 
loans was located in geographical areas that were becoming 
increasingly depressed. The financial condition of Silverado, as 
certified by Coopers & Lybrand for the year ending December 31, 
1986, contrasts sharply with that reflected by the PHLB of Topeka 
examiners in the Bank Board's December 1986 examination report. 
While Coopers 6 Lybrand signed off on a reversal of $10 million of 
previously recognized loan losses and permitted the recognition of 
$15 million in profits, the FHLB of Topeka examiners found $40 
million in unreserved losses in a review of the same loan portfolio 
only a few weeks after the independent auditors' review. The 
extent of this audit failure is further highlighted by Silverado's 
recognition of an additional $237 million in loan losses in the 
audited 1987 financial statements released in July 1988. 

7 . Regulatory Efforts Concerning Losses 

Because of the concerns identified by the examiners in connection 
with the transactions evaluated during the course of the December 
1986 examination, nine reappraisals of collateral property were 
ordered in August 1987 to determine the extent of losses. The 
reappraisals were received by the Supervisory Agent in march and 
April 1988, and directives were subsequently issued to Silverado 
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requiring the recognition of $63 million in losses based upon these 
reappraisals. 

It should be noted that the $237 million in loan losses recognised 
by Silverado in its 1987 audit report resulted from federal 
regulatory efforts. Coopers & Lybrand approached the Supervisory 
Agent in April 1988, with the intention of issuing an audit report 
on Silverado's financial statements that reflected only $40 million 
in loan losses. Further, Coopers & Lybrand proposed to qualify its 
opinion on the financial statements because of uncertain asset 
values. Coopers & Lybrand' s audit partner expressed concern that 
ordering appraisals to clear up this qualification would cost more 
than the audit fee. 

The proposed audit report was rejected by the Supervisory Agent and 
the Director of Examinations. Silverado only recorded the 
additional losses in its portfolio after directives were issued by 
the Supervisory Agent ordering the institution to recognize loan 
losses based upon reappraisals that had been obtained, and, 
further, directing that additional reappraisals be ordered. The 
failure of Coopers & Lybrand to appropriately audit Silverado's 
loan portfolio and real estate transactions served to defeat a 
primary line of defense against the type of abusive practices and 
transactions undertaken by Silverado. 
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C. Silverado's Loan Pool 


1 . Background 

Silverado's management teas was quite innovative. One of the most 
creative actions undertaken by the institution was the formation of 
a loan pool in August 1986. The Supervisory Agent was initially 
notified by Silverado, at a meeting held in September 1986, that 
the loan pool had been created. 

As represented at that September 1986 meeting, Silverado had formed 
a loan pool comprised of $1 billion in assets, including its high 
risk commercial real estate and land loans (including delinquent or 
problem loans), real estate owned, and $200 million in residential 
loans. Silverado's management further reported that the 
institution had sold a $45 million subordinated (junior) interest 
in this loan pool to a wholly-owned service corporation, Silverado 
Investment Corporation, and that the remaining senior interest held 
by Silverado was being formed into a mortgage-backed security. See 
Exhibit 6. 

Silverado's management represented that the risk of loss from the 
underlying assets in the total loan pool had been transferred to 
Silverado Investment Corporation, the holder of the $45 million 
junior interest. The senior interest retained by Silverado was 
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intended to provide the institution with a return at the prise rate 
of interest, which management represented as being a market rate of 
return on this "investment". 

2 . Theoretical Treatment of the Loan Pool 


Silverado' s loan pool was a complicated gambit requiring extensive 
regulatory analysis, with the loan pool structure, Silverado's 
management contended that the institution would be able to sell off 
interests to third parties, thereby divesting the institution of 
the risks associated with the assets that comprised the loan pool. 
At the initial meeting in September 1986, Silverado reported that a 
sale of a $200 million senior interest in the loan pool to Drexel, 
Burnham Lambert was contemplated. Silverado's management later 
explained that it would also be attempting to sell participations 
in the $45 million junior interest held by Silverado's subsidiary. 
Purportedly, the sales of junior interests would effectively result 
in the sale of the institution's loan losses to third parties, 
thereby enabling Silverado to recognize fewer loan losses on its 
books. 

Using the loan pool mechanism, Silverado would report significantly 
fewer delinquent loans and problem assets because the senior 
interest in the loan pool, held by Silverado, would be reflected on 
its books as a single asset - a healthy mortgage-backed security 
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yielding a market rate of interest. By reporting fewer delinquent 
loans and problem assets, Silverado would be able to substantially 
lower its minimum regulatory capital requirement because of then 
existing regulations. In addition, and just as important, 
Silverado would not be required to record loan losses on the 
individual assets in the loan pool because those losses were being 
sold off to third party investors in the form of participations in 
the junior interest held by Silverado Investment Corporation. 

utilizing creative accounting techniques, Silverado's problem 
assets would have disappeared and been replaced by a single healthy 
asset. Silverado used the loan pool concept to significantly 
manipulate and misrepresent its reported financial condition and to 
lover its minimum regulatory capital requirement. 

3 • Regulatory Response to Silverado's Loan Pool 

Upon learning of this pooling arrangement, supervisory staff 
requested an extensive amount of additional information and 
documentation on the loan pool. Silverado provided accounting 
opinions from Coopers a Lybrand and legal opinions from outside 
counsel in support of its proposed treatment of the loan pool. 
After review of the submitted documentation, supervisory staff 
identified the relevant regulatory and accounting issues. 
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Due to the unusual nature of the loan pooling transaction, the 
supervisory staff at the FHLB of Topeka sought guidance and 
clarification fro* Bank Board personnel on the identified issues. 
On February f, 19B7, the Supervisory Agent submitted two m e mo randa 
detailing these issues to app r epriate personnel in the Office of 
Begulatory Policy, Oversight, and Supervision (OBPOS) at the Bank 
Board in Washington, D.C. Specifically, the supervisory staff 
disputed Silverado's contention that the problem assets in the loan 
pool mould not have to be classified (and thereby causing an 
increase in Silverado's regulatory capital requirement). 
Supervisory staff also disputed the appropriateness of reporting 
the senior interest in the loan pool as a mortgage-backed security, 
and further, that the junior interests in the loan pool should be 
considered as loan loss coverage (thereby permitting Silverado to 
record fewer loan losses on assets placed in the loan pool). 

In meetings with management in January and April 1987, supervisory 
staff objected to Silverado's financial reporting of the loan pool, 
pointing out that, at a minimum, arm's length sales would be 
required before an accounting basis existed to record Silverado's 
senior interest in the loan pool as a mortgage-backed security. 
Due to the supervisory objections taken, Silverado ceased reporting 
the senior interest in the loan pool as a mortgage-backed security, 
effective March 31, 1987. However, Silverado, with the support of 
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Coopers & Lybrand, continued to take the position that the loan 
pool precluded the application of the classification of assets 
regulation to individual problem assets within the loan pool; and 
further, that the junior interest in the loan pool continued to 
serve as loan loss coverage. 

Meanwhile, a comprehensive examination of Silverado began on 
December 1, 1986. The scope of the examination was to include a 
detailed review of the loan pool. In late January 1987, the 
Examiner-In-Charge (EIC) filed interim reports with supervisory 
personnel that noted, among other concerns, that the sales of 
participations in the junior interest held by Silverado Investment 
Corporation to third parties had all been funded by Silverado 
through loan proceeds or asset sales. This was the first 
indication received by supervisory personnel that none of the 
junior interests in the loan pool had been sold in arm's length 
transactions with outside funding. 

Silverado management disputed the examiners' classifications of 
individual assets in the pool, responding that the loan pool had to 
be considered as a single asset. Management also disputed that the 
losses identified by the examiners should be recorded by Silverado 
because of the loss coverage provided by the sales of the junior 
interests in the loan pool. 
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in early Hay 1987, the Supervisory Agent received the responses of 
ORPOS and other Bank Board staff to the memoranda requesting 
guidance and clarification that had been submitted in February 
1987. In these memoranda, the position of the supervisory staff on 
the classification of problem assets in the loan pool was fully 
supported. However, while the memorandum from the Bank Board's 
Chief Accountant supported the position of supervisory staff on 
most issues, the Chief Accountant opined that the notional (face) 
value of the junior participation interest sold should conceptually 
be considered as loan loss coverage. In addition, the outside 
counsel for Silverado obtained an opinion in August 1987 from the 
Corporate and Securities Division (CASD) of Office of General 
Counsel at the Bank Board (OGC) that, from a legal standpoint, the 
loan pool should be considered a mortgage-backed security. 

4 . Regulatory Alternatives to the Loan Fool 

The position taken by the Chief Accountant and the opinion issued 
by OGC restricted the alternatives available to supervisory 
personnel in dealing with consideration of the sales of junior 
interests in the loan pool as loan loss coverage. Outright 
rejection of the junior interests as loan loss coverage, on the 
basis that the sales of junior interests were self-funded or that 
there was no substantial support to consider the loan pool a 
security, was no longer a clearly supportable regulatory position. 
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Instead, the consideration of the junior interests as loss coverage 
had to focus on the the underwriting of the transactions providing 
the funds for the purchases of junior interests and the evaluation 
of losses on individual assets in the loan pool. 

On July 22, 1987, the Supervisory Agent received the lengthy Report 
of Examination commenced on December 1, 1986. On July 29, 1987, 
the Supervisory Agent transmitted the examination report to 
Silverado's board. That same day, using the supporting 
clarifications received from Bank Board staff regarding the 
classification of problem assets in the loan pool, the Supervisory 
Agent issued a directive to the institution requiring the 
classified (problem) assets in the loan pool to be reported 
immediately on an individual basis without regard to the loan 
pooling. The impact of this directive was to again increase the 
minimum regulatory capital requirement of the institution, and 
resulted in Silverado's failure to meet its minimum regulatory 
capital requirement as of September 30, 1987. 

In connection with the December 1986 examination, the examiners 
evaluated Silverado's underwriting of loans, including those 
funding sales of junior participation interests. The examiners' 
reviev of the underlying appraisals for many of Silverado's loans 
indicated major deficiencies, creating concern that the appraisals 
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could reflect inflated values. If the underlying appraisals 
actually reflected overstated values, there would be little basis 
for concluding that the sales of junior participation interests in 
the loan pool should be considered loan loss coverage. 

5 . Auditors' View of the Loan Pool 


Coopers 4 Lybrand did not question the appraisals used to 
underwrite Silverado's loan and real estate transactions in 
connection with the 1986 audit. Coopers 4 Lybrand also did not 
question the sales of junior interests in the loan pool as loan 
loss coverage, providing specific supporting accounting opinions 
and incorporating the junior interests as loan loss coverage in the 
audit report. Even when provided the results of the reappraisals 
obtained by the PHLB of Topeka, infra . Coopers 4 Lybrand continued 
to maintain that the junior sales provided loan loss coverage. One 
of the reappraisals indicated a $42 million loss on a loan that had 
funded the sale of $17 million in junior interests. Coopers 4 
Lybrand' s endorsement of Silverado's treatment of the junior 
interests as loan loss coverage was used by Silverado as a weapon 
against the. regulators to support and justify the institution's 
actions. 
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6. Reappraisals Ordered by the FHLB of Topeka 


Silverado was unable to correct the appraisal deficiencies 
identified by the PHLB of Topeka examiners. Accordingly, upon the 
recommendation of the EIC and Supervisory Agent, the Director of 
Examinations ordered nine reappraisals in August 1987 to 
independently check the values of properties used as collateral for 
loans made or purchased by Silverado as real estate investments. 
The reappraisals were received, reviewed and forwarded to the 
Supervisory Agent in March and April of 1988. Most of the 
reappraisals indicated significant losses and led to the 
recognition of an additional $198 million in loan losses and the 
reported insolvency of Silverado as of June 30, 1988. 

D. The "Quid Pro Quo" Program 
1 . Background 

In January and Pebruary 1987, supervisory staff were initially 
informed of transactions originated during 1986 in which Silverado 
had directly or indirectly provided the funds to finance the sale 
of its own stock, problem assets, or participations in the loan 
pool. The information was provided in interim examination reports 
filed in connection with the examination that began December 1, 
1986. This information was expanded through subsequent review of 
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documentation and discussions with the examiners. Though som 
hybrids existed, these transactions usually fell into four genera 
categories: 

a. Silverado would purchase real estate, with the 
seller's equity paid out in the form of stock in 
Silverado (through the issuance of stock in the 
holding company); 

b. Silverado would originate a loan with a portion of 
the proceeds being used to purchase stock in 
Silverado (through the issuance of stock in the 
holding company) ; . 

c. Silverado would originate a loan with a portion of 
the proceeds being used to purchase a junior 
interest in the loan pool; or, 

d. Silverado would originate a loan with a portion of 
the proceeds being used to purchase another troubled 
asset held by Silverado (usually real estate owned 
or a subordinated participation in another 
delinquent loan already on Silverado's books). 
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Almost all of Silverado's major transactions in 1986 involved 
self-funding or were, in some way, related to another transaction 
on Silverado's books and increased reported capital or allegedly 
decreased the capital requirement. Subpoenaed documentation and 
the testimony of witnesses taken in connection with the formal 407 
(m)(2) examination revealed that a "Solutions Committee" of senior 
Silverado officers had developed a mechanism, referred to as the 
" quid pro quo " program, as a means to address the continued 
deterioration of the problem loans in the institution's loan 
portfolio and to enhance Silverado's capital position. In essence, 
under the quid pro quo program, Silverado would only originate a 
new loan if a portion of the proceeds (usually around 20 percent) 
was sent back to Silverado in the form of a stock purchase, the 
purchase of a junior interest in the loan pool, or the purchase of 
a problem asset already on Silverado's books. These transactions 
were primarily conducted with developers who could not find 
financing elsewhere for their high risk projects. The quid pro quo 
program was apparently the basis for all major transactions and 
dominated Silverado's activities in 1986. See Exhibit 7. 

2. Underwriting Concerns with the Quid Pro Quo Program 

Host of the loans and real estate transactions originated under the 
quid pro quo program were supported by highly questionable 
appraisals. In addition, the December 1986 examination report, 
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received by the Supervisory Agent in July 1917 , indicated that the 
underwriting for the majority of the loans was suspect in other 
ways. Although the paperwork and documentation on these loans was 
usually complete and in conformance with applicable regulations, 
the examiners found that the basic analysis regarding repayment 
risk was flawed. Significant risks were usually identified, but 
the purported benefits of the loan were given greater weight, with 
the result that highly questionable credits would be routinely 
approved. Silverado suffered significant losses from the quid pro 
quo program due to the institution's reliance on inflated 
appraisals and Silverado's own flawed analysis of benefit versus 
risk. See Exhibit 7. 

The following transactions illustrate how the quid pro quo prograa 
worked: 


a. Guaranty Bank Building and Block 1 Purchase 

On December 31, 1986, Silverado purchased two pieces 
of real property located in downtown Denver (a 
parking lot and an abandoned bank building) from 
entities controlled by an existing Silverado 
stockholder. The purchase price of each property 
was established through an appraisal obtained by 
Silverado from an appraiser who had previously 
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performed a substantial amount of appraisal work 
directly for the stockholder. Silverado required 
that the cash representing the stockholder's 
purported appraised equity in the properties be used 
to buy a diluted form of common stock in Silverado's 
holding company. The holding company then infused 
the cash back into Silverado by purchasing 
additional common stock in the institution. 
Silverado increased its reported capital by $14 
million with these two transactions. 

The seller had originally acquired the abandoned 
bank building in 1984 for $11 million and the 
parking lot in October 1985 for $22.5 million. The 
appraisals obtained by Silverado to determine the 
purchase price for the properties reported that, as 
of December 1986, the abandoned bank building had 
increased in value, by 83 percent, to $20.1 million, 
and that the parking lot had increased in value by 
51 percent, to $33.9 million. These purported 
increases defied logic and the then existing market 
conditions. The downtown Denver real estate market 
was grossly overbuilt and clearly on a downward 
swing in 1986. 
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Reappraisals of these two properties were ordered by 
the FHLB of Topeka in August 1987 in connection with 
the December 1, 1986 examination. These 
reappraisals indicated that the properties had not 
increased in value at all since the stockholder's 
acquisitions in 1984 and 1985. After receipt of the 
reappraisals ordered by the FHLB of Topeka, 
Silverado was directed by the Supervisory Agent to 
write down the carrying value of these real estate 
investments to conform with the reappraisals, 
forcing Silverado to recognize $21.6 million in 
losses. The losses recognized by Silverado exceeded 
the purported capital infusion by more than $7 
million. 

b. The Heusteters Building Loan 

Silverado granted a $26 million loan in December 
1986 to acquire and redevelop an old department 
store building (Neusteters) in downtown Denver that 
had been designated an historic landmark. Silverado 
required the borrower to use $3.75 million of the 
loan proceeds to buy a subordinated interest in 
another loan' on Silverado's books that was in the 
process of foreclosure. Silverado also required 
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that a principal of the borrowing entity use $1.25 
million of the loan proceeds to buy a diluted form 
of common stock in the holding company. The holding 
company then infused those funds into Silverado 
through a purchase of the institution's common 
stock. 

Silverado had obtained an appraisal of $29 million 
to support the origination of the Neusteter's loan. 
This appraisal reflected that half of the reported 
market value of $29 million ($14.5 million) was 
attributed to the value of "transferable development 
rights” ( TDRs ) associated with the property. TDRs 
basically represent the right to develop a defined 
amount of air space. At the time of this 
transaction, there was very little market in Denver 
for the sale of these rights due to excessive 
overbuilding in the area. In fact, testimony during 
the formal examination revealed the existence of an 
estimated 22-year supply of TDRs in the Denver 
control business district. In order to value the 
TDRs, the appraiser used values derived from the New 
York and San rrancisco markets. 
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The inclusion of TDRs as part of the appraised value 
resulted in a grossly speculative valuation unfit 
for underwriting purposes. The appraiser has since 
stated that Silverado suggested that the TDRs be 
included in the appraised value. Testimony taken in 
connection with the 407(a)(2) formal examination 
indicated that Silverado's lending officers wanted 
the increase in value in order to support the 
payment of funds back to Silverado from the loan 
proceeds. 

In August 1987, a reappraisal of this property was 
ordered by the FHLB of Topeka in connection with the 
December 1, 1986 examination. The reappraisal 
indicated that the property had a market value of 
just over $13 million, including $320,000 for the 
TDRs. The loan went into default and Silverado 
recognized losses on this loan in excess of $13 
million. Through testimony taken in connection with 
the 407 (m) (2) formal examination, it was revealed 
that the borrowers had approached more than 20 other 
financing sources, prior to contacting Silverado, to 
seek financing for their project. They were unable 
to find any other source willing to finance such a 
high risk, low equity project even though they were 
seeking less funds. 
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Silverado initially included the stock purchased 
with loan proceeds from this loan and other loans as 
part of its capital. After learning of these 
transactions in early January and February 1987, the 
exaniners and the Supervisory Agent disputed the 
inclusion of this stock as capital and directed 
Silverado to deduct the stock from capital until 
loan paydowns occurred. Accordingly, as of March 
31, 1987, Silverado treated such stock as a 
subscription rather than a sale, which had the 
effect of eliminating the stock from capital. 

c. The City View Loan 

The last major loan granted by Silverado under the 
quid pro quo program also resulted in the largest 
loss to the institution. In March 1987, citing a 
legally binding commitment in response to 
supervisory concerns, Silverado granted a $74 
million loan. This loan was secured by second liens 
on four separate parcels of land, with the largest - 
a 330 acre tract of land in Fort Worth, Texas - 
comprising more than 83 percent of the collateral. 
The first liens on the properties held by other 
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financial institutions totaled $40 million. 
Silverado obtained an appraisal that indicated that 
the largest parcel of land, known as Cityview, was 
worth more than $120 million. Silverado also had a 
limited $7.5 million guarantee of which the 
principal was limited to a net of $1 million. 
Silverado required the borrower to use approximately 
$18 million of the loan proceeds to purchase a 
junior interest in the loan pool. Silverado also 
disbursed $23 million in cash to the borrower at 
closing. 

Incredibly, Silverado's management represented that 
this loan, the largest ever made by the institution, 
also was the best underwritten loan Silverado had 
ever originated. It certainly appeared to be the 
most heavily documented loan that Silverado made. 
The paperwork, however, was not the problem with 
this loan. The logic of making a second mortgage 
loan, essentially non-recourse, of $74 million 
(behind $40 million in first liens) on land in a 
market well recognized to be severely depressed 
(Fort Worth, Texas) in early 1987, with $23 million 
to be disbursed in cash to the borrower at closing. 
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money never destined to be put back into the 
project, defies the concept of prudent underwriting. 

A reappraisal of the properties collateralising this 
loan was ordered in August 1987 in connection with 
the December 1, 1986 examination. The reappraisals, 
received by the Supervisory Agent in late April 
1988, indicated that the original appraisals 
obtained by Silverado reflected a substantially 
inflated value for the property. The reappraisal of 
the Cityview property indicated a value of $40 
million. This value stands in sharp contrast to the 
$120 million value reported in Silverado's 1987 
appraisal. Documentation subpoenaed in connection 
with the 407(m)(2) formal examination indicated that 
the commercial bank that held the first lien had 
obtained an appraisal on the Cityview property 
earlier in 1986 (before the origination of 
Silverado's loan). The bank's appraisal indicated a 
value of approximately $52 million for the property. 

This loan went into default when the borrower was 
unwilling or unable to make a required principal 
payment on the first mortgage. The Supervisory 
Agent directed Silverado to recognize a loss of $42 
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■illion on this loan in Juna 1988. As was typical 
of many of the quid pro quo deals, the loss 
recognized by Silverado on the loan far surpassed 
the purported benefits of origination. 

The quid pro quo program served to exponentially increase the 
already high level of credit risk inherent in Silverado's loan 
portfolio at the end of 1985. The loans and real estate 
transactions consunaated under the quid pro quo prograa engendered 
clearly excessive credit risk and carrying costs, which Silverado 
ultimately recognized in the form of massive losses. 

3. The Role of Silverado's Board of Directors 


The board of directors failed in carrying out its duty to 
appropriately oversee the activities of Silverado's management and 
to prudently control the level of risk in the institution's lending 
and investment activities. As illustrated by the foregoing 
examples, many of the transactions originated under the quid pro 
quo program were virtually doomed from inception and defied prudent 
standards of underwriting. The transactions were supported by 
inflated appraisals that had been obtained by Silverado. However, 
common sense and objective review of the appraisals clearly 
indicated that market conditions did not support the increase in 
value represented in these appraisals. 
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Of all the loans and rsal estate transactions consummated under the 
quid pro quo program that have been evaluated by the examiners and 
supervisory staff, the PHLB of Topeka is aware of only one instance 
in which any director voted against a proposal that was presented 
to the board for approval. This sole "no” vote by one director 
involving one loan speaks volumes on the failure of the board of 
directors to responsibly oversee and guide the institution in a 
safe and sound course of action. The board of directors at 
Silverado functioned merely to rubber stamp management's actions. 
Subpoenaed documentation reflects that then Vice Chairman and Chief 
Operating Officer Richard Vandapool sent a memorandum to Chairman 
and Chief Executive Officer Michael wise in 1986 noting that 
Messrs. Wise and Nets clearly controlled the board of directors and 
that the other directors simply ratified management's actions and 
decisions. Mr. Vandapool recommended that the number of directors 
be reduced to the bare regulatory minimum to reflect reality. 
Although, at first blush, Silverado's board of directors appeared 
to be more qualified than most, it is evident that management did 
not believe that the board of directors exerted any control over 
their activities, but merely existed as a legal necessity. 
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4 . The Role of the Independent Auditors 

The independent auditors failed to conduct an appropriate audit of 
Silverado for year ending December 31, 1986. Not only did the 
Denver-based office of Coopers & Lybrand accept the highly suspect 
appraisals obtained by Silverado to support the major loans and 
real estate transactions undertaken in 1966, they failed to 
exercise proper professional skepticism in evaluating Silverado's 
unusual and large transactions. Indeed, Coopers a Lybrand accepted 
the representations of eanageaent without adequate and reasonable 
support and analysis. 

An objective audit by Coopers & Lybrand would have resulted in 
accounting adjustments to write-down the value of assets that 
Silverado had booked in order to artificially inflate its reported 
level of capital. The failure by Coopers a Lybrand to uncover the 
substance of the quid pro quo transactions and require appropriate 
levels of loss allowances and asset write-downs provided Silverado 
with another weapon - an independent review certifying the 
appropriateness of Silverado's transactions and financial condition 
- to use against the examiners' adverse findings and corrective 
directives by supervisory staff. 
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5. Summary 

In the case of Silverado, the first two lines of defense against 
abusive management actions and practices failed. Silverado's board 
of directors failed to prudently oversee the institution's 
activities and operated as management's rubber stamp. Without 
adequate and reasonable support and analysis, the Denver-bhsed 
office of Coopers a Lybrand endorsed management's accounting for 
abusive transactions and apparently accepted management's 
representation of the financial condition of Silverado. Clearly, 
the picture of Silverado, as certified by Coopers a Lybrand (that 
it was in sound financial condition and had healthy earnings), was 
far from the truth. 

E. Subordinated Debt and Growth 


Silverado demonstrated a penchant for operating in gray areas, that 
is, to seek loopholes and to circumvent regulations that would 
limit or restrict actions management desired to take. Silverado's 
managMent deftly and consistently manipulated information to give 
misleading or false impressions to the regulators and others. One 
illustration of this common Silverado tactic can be found in the 
applications submitted to the FHLB of Topeka for approval to 
include subordinated debt as regulatory capital. 


45 


322 


In December 1984, Silverado issued a total of $4.5 Billion in 
subordinated debt to certain senior officers, including Michael 
Wise, Robert Levis, Richard Vandapool, and Russell Murray. In May 
1985, Silverado submitted an application for approval to include 
this subordinated debt as regulatory capital, as permitted under 
then applicable regulations. In addition to other required 
information, the application detailed the purchase price for the 
subordinated debt to the officers, and stated that the proceeds 
from the issuance of the subordinated debt vould be invested in 
real estate loans and investments. Based upon this information, 
the Principal Supervisory Agent of the FHLB of Topeka (PSA) 
approved the inclusion of the debt as regulatory capital in July 
1985. 

In January 1987, the Supervisory Agent first learned, through the 
interim reports filed by the EIC in connection with the December 
1986 examination, that this subordinated debt had not been 
purchased by the officers. Instead, the subordinated debt had been 
issued to the officers as a form of prepaid compensation that vould 
vest over time. No cash at all had been received by the 
institution from these officers as payment for the debt 
instruments. Consequently, there vere no proceeds from the debt 
issuance to invest in real estate loans and investments. In 
response to the examiners' findings, the Supervisory Agent issued a 
directive in March 1987 to preclude Silverado from including the 
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umvmsted portion of the subordinated debt at regulatory capital. 
*1 Ivor ado complied with this directive. At a result, regulatory 
foil capital by more than $2 million. 

In Juno 1986, Silverado filed another subordinated debt 
application. In thie application (and itt July 1984 amendment } 
Silverado applied for approval to include at regulatory capital $14 
million in euberdiaated debt, which wat to be ittued to MDC 
Meldings, Inc., through a private placement. The application 
stated that the proceedt from the istuance would be invented in 
tingle-family, owner-occupied retidential loant. Bated upon the 
information contained in the aubmitted application, the PSA granted 
conditional approval of the aubordinated debt in July 1986. At a 
result of a recommendation from the Supervisory Agent, the approval 
was used to extract an agreement from Silverado to limit dividend 
payments to src, Silverado's newly-formed holding company, and to 
obtain execution of a net worth maintenance agreement from SFC 
whereby SFC agreed to infuse capital into the institution in the 
event Silverado failed to meet its minimum capital requirement. 

Again, as first disclosed in January 1987 through the interim 
examination reports, the Supervisory Agent learned that the 
application for the subordinated debt sold to MDC Holdings, Inc., 
contained material misrepresentations of fact. The examiners 
discovered that the subordinated debt had been issued to MDC 
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Holdings, Inc., along with the payment of $20 million in cash, to 
purchase all of the stock of a subsidiary of HOC Holdings, Inc., 
known as Chamber s-Tower 11. Instead of single family 
owner-occupied residential loans, the assets of this subsidiary 
were raw land and loans to investors secured by land and non-owner 
occupied condominium units. The subordinated debt application 
clearly misrepresented the true nature of the transaction. 

Silverado also sought approval in June 1986 (as amended in July 
1986) to issue and include up to $56 million in subordinated debt 
as regulatory capital. This debt was to be sold through a public 
offering. When the PSA communicated concerns over the level of 
subordinated debt that the institution would have, Silverado 
produced a legal opinion supporting its position on the issue. The 
proposed issuance was a central element of a growth plan that 
Silverado also had filed for approval in June 1986. Silverado was 
seeking approval to grow by 52 percent from June 30, 1986 to June 
30, 1987, which growth would be capitalized in part by the 
subordinated debt to be publicly offered. The supervisory staff's 
review of the submitted growth plan, and the $56 million 
subordinated debt application, indicated significant cause for 
supervisory concern. On September 2, 1986, Silverado withdrew its 
application for approval of the growth plan, having been advised 
that approval would not be forthcoming. 
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No further growth plans were received from Silverado. After 1985, 
Silverado's growth was restricted by the new regulations and 
further restricted by the Supervisory Agent in Hay 1988. The 
Supervisory Agent implemented additional constraints on growth in 
Hay 1988 upon receipt of appraisals that indicated and supported 
the position that Silverado was insolvent. 

r . insider Abuse and Conflicts of Interest 


1 . Background 

Silverado also suffered from insider abuse and the existence of 
conflicts of interest involving some of its directors. The insider 
abuse at Silverado generally fell into four categories: 

a. Preferential terms on residential loans to senior 
officers; 

b. Excessive compensation of senior officers; 

c. Abusive funding of loans to directors in 
circumvention of applicable regulations; and, 

d. Breaches of fiduciary duties and unsafe and unsound 
practices by members of the board of directors. 
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2. Preferential Loans to Senior Officers 


Unlike other failed institutions, Silverado did not directly pay 
for or provide yachts, Rolls Royces, or Billion dollar paintings 
for the benefit of its senior officials. Interestingly, in 1983, 
Nr. Nets submitted a letter to the PSA requesting approval for 
Silverado to purchase a residence for Hr. Wise that had sufficient 
trappings for the entertainment of Silverado's important customers. 
This proposal was withdrawn after supervisory concern was 
expressed. Silverado then provided a loan to Nr. Wise to finance 
the purchase of his residence. 

The Supervisory Agent first learned of preferential terms on 
residential loans to senior Silverado officers through discussions 
with the examiners in February 1987. Specifically, in the latter 
half of 1985 and in early 1986, residential loans had been granted 
to Hessrs. Nets, Wise, and Vandapool on terms that were not 
available to the general public, unfavorable to Silverado, and 
violative of applicable regulations. These loans financed 100 
percent of the purchase price of the respective residences, and 
only called for quarterly interest payments with no principal 
reductions. In addition. Hr. Vandapool's loan permitted negative 
amortisation (his required interest payments were less than the 
amount of interest that was accruing on the loan). The Supervisory 
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Agent addressed these loans at a meeting with the board of 
directors in March 1987. In addition, revision of the loan terms 
was mandated in the Supervisory Agreement entered into with 
Silverado and sre in October 1987. In accordance with the 

provisions of the Supervisory Agreement, the loan terns were 

revised to require principal paydowns, eliminate negative 

amortisation, and to limit financing to 95 percent of the 

residence's value. 


Excessive Compensation to Senior Officers 


Silverado also suffered a dissipation of assets from excessive 
compensation. Specifically, exorbitant bonuses were paid to senior 
officers based on purported profits of $15 million for 1986, as 
certified by Coopers 6 Lybrand through its audit. In connection 
with the December 1986 examination, the examiners discovered that 
Chairman wise. Vice Chairman Lewis, and Vice Chairman Vandapool 
received bonuses of $724,000, $347,000, and $359,000, respectively, 
for 1986. Total 1986 compensation from Silverado for Messrs. Wise, 
Lewis, and Vandapool came to $1,312 million, $668,000, and 
$741,000, respectively. The payment of these bonuses increased the 
total compensation paid by Silverado to its executive officers to a 
level far in excess of that paid by financial institutions of a 
similar size. Even without the payment of bonuses, the base salary 
paid to Silverado's executive officers was considered to be 
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comparatively high. Another unusual element of Silverado's 
compensation structure was that Silverado had a consulting contract 
with principal owner James Nets that paid him $250,000 annually. 
This compensation was in addition to Hr. Metz's annual salary of 
$50,000 and directors fees, usually in excess of $15,000 per year. 

Silverado consistently obtained outside professional assistance and 
opinions to support every position or action. Compensation to 
executive officers was no exception to this general rule. In 
November 1986, Silverado obtained a study from the Wyatt Company, a 
generally well-respected nationwide consultant on compensation, to 
support its compensation structure. The compensation issue was 
addressed with the board of directors after the Supervisory Agent 
received the completed examination report, in July 1987. The 
Supervisory Agreement executed by Silverado in October 1987 
precluded the payment of bonuses and restricted the salaries of all 
senior management personnel. As a result, no further bonuses were 
paid to Silverado's officers. When Silverado's insolvency was 
confirmed through the reappraisals received by the Supervisory 
Agent in March and April of 1988, Silverado was directed to 
terminate Mr. Metz's consulting contract, in addition, the Consent 
Agreement executed by the directorate in August 1988 required 
substantial reductions in the salaries of executive officers. 
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4 . Holding Coapany Loans to wise and Metz 

Among the most egregiousof the abusive insider transactions were 
the holding coapany loans to Jaaes Metz, the principal stockholder, 
and Michael Wise, Chairaan and Chief Executive Officer of 
Silverado. These loans were granted in June 1986, in connection 
with the foraation of the holding coapany. The loan to Mr. Metz 
was for $2.54 aillion and the loan to Nr. Wise was for $1.45 
aillion. Both loans were essentially unsecured, interest-only 

notes with ten year teras. Another unusual feature of these loans 
• was that the borrower could defer up to four quarterly interest 
payments at his option. The exaainers disclosed to the Supervisory 
Agent in January 1987 that these loans existed and that the funds 
for these loans appeared to have been derived indirectly froa 
Silverado. The holding coapany, SPC, appeared to have received the 
funds froa Silverado through a chain of transactions designed to 
circumvent regulations that prohibited Silverado froa directly 
asking the loans. See Exhibit 8. 

In June 1986, Silverado sent $16.5 aillion, through a line of 
credit, to a wholly-owned service corporation to purchase interests 
in two joint venture real estate partnerships. The seller then 
paid $7 aillion of the proceeds over to Silverado's holding coapany 
to purchase preferred stock. The holding coapany then used $4 
aillion of the funds received froa the sale of the preferred stock 
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to fund the loans to Messrs. Wise and Metz. Three million dollars 
went to prepay dividends to preferred stockholders, with the 
remaining $117,000 paid to Robert Lewis as a bonus, apparently as a 
reward for devising these transactions. See Exhibit 8. Since 
Silverado was prohibited under applicable PSLIC insurance 
regulations from making these loans, this scheme was necessary for 
the holding company to obtain the funds to make the loans. 

Although these loans appeared to violate regulations designed to 
prevent such circumvention of lending limitations for insiders, 
Silverado once again had professional support from outside counsel 
for its actions. The Supervisory Agent refused to accept the 
validity of these opinions, and Silverado and SrC were required 
under the terms of the Supervisory Agreement to immediately 
commence efforts to have these loans repaid or refinanced 
elsewhere, or to sell the loans without loss. Unfortunately, 
Messrs. Wise and Metz were unable to obtain financing elsewhere and 
the loan terms were too favorable for the notes to be sold without 
significant loss. Messrs, wise and Metz deferred the first four 
quarterly interest payments, and later defaulted on the repayment 
of these loans, claiming a lack of resources to make required 
payments. The Supervisory Agent directed that the notes be 
contributed to Silverado, but the institution was placed into 
receivership before the contribution could be effected. These 
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loan* were clearly abusive transactions and resulted in significant 
losses to the institution. 

5. Breach of Fiduciary Duties and Cenflicts of Interest 

Another example of an abusive transaction involving cenflicts ef 
interest relates to two loans totaling $31. 5 million to a 
partnership controlled by a major Denver developer on projects 
known as Parkway Plaza and West Meadows. The developer was 
personally obligated on the loans, meaning that if the loans were 
not repaid as agreed, Silverado could legally pursue the developer 
personally for repayment. Both projects were raw land held for 
development in the Denver metropolitan area. The developer 
purportedly had difficulty meeting the required debt service on 
both loans and sought a favorable modification of the existing loan 
terms in late 1986. 

At the same time that the developer was seeking the favorable 
modification of his loan terms. Chairman Wise was negotiating with 
the developer to acquire his Silverado preferred stock holdings. 
The developer had acquired $14 million in preferred stock in 
Silverado as a result of a real estate for stock transaction in 
1985. Mr. Wise purchased the developer's $14 million in preferred 
stock in December 1986 for $100,000 in cash and a total of $3.9 
million in non-recourse personal notes from Mr. Wise. At the same 
time that Mr. Wise was purchasing the developer's stock, 


55 


332 


Silverado's board of directors, upon the recommendation of 
Silverado management, approved favorable modifications to the terms 
of the developer's loans. Among these modifications was the 
release of additional collateral that had been pledged on the 
loans, including a lien on the developer's personal residence and 
an assignment of cash flows from the developer's preferred stock. 
Host importantly, the developer also was released from any personal 
liability to repay the loans. After the loan modifications were 
consummated, the loan went into default and Silverado ultimately 
recognized a loss in excess of $13 million. 

The examiners identified this potential conflict of interest 
involving Hr. Wise during the course of t^e December 1986 
examination. Hr. Wise responded that the board had been fully 
informed of his agreement to buy the developer's stock before 
voting on the loan modifications and that he had not participated 
in the vote. After completion of the December 1986 examination 
report, near the end of August 1987, the examiners discovered 
financial statements for the developer at another financial 
institution indicating that the developer had financed Hr. wise's 
acquisition of the preferred stock. 

After review of available documentation by District Counsel and the 
Supervisory Agent, on September 18, 1987, District Counsel sent a 
recommendation to Enforcement that the 407(m)(2) formal examination 
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approved by the Bank Board in April 1987 include a review of the 
transactions outlined above. This recommendation was further 
supplemented on September 22, 1987. The recommendation for this 
review was made so that otherwise unobtainable, relevant 
documentation and testimony could be acquired. Additional 
information was required because the identified transactions 
allegedly involved conflicts of interest that could result in 
formal enforcement actions against certain affiliated parties. 
Testimony obtained through the 407(m)(2) formal examination 
indicated that Nr. Wise actually negotiated the favorable loan 
modifications with the developer, despite the fact that at the same 
time he also was negotiating to buy the developer's preferred 
stock. The testimony substantiated that Mr. Wise had acted on his 
own behalf, in direct conflict with his obligations as an officer 
of Silverado. 

The developer also had a relationship with Neil Bush, an outside 
director of Silverado. The matters involving Nr. Bush that 
developed out of the formal examination are currently the subject 
of a formal administrative hearing and will not be discussed in 
this statement. 
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III. MMULATOKY BT PORTS TO IPgfTITY AjjD APMUSS FPOELKHS 
AT 1ILVEKAPO 

A. 19»0 to June 1986 


Silverado was the subject of eight examinations from 1990 through 
June 19#6 , the last of which began on July 22 , 19S5. Four 
examinations focused specifically on the institution's asset 
quality. Generally, examinations during this time indicated that 
Silverado's problems were becoming progressively more severe. The 
examiners questioned many aspects of Silverado's operations and had 
specific concerns over rapid growth, the risky nature of 
Silverado's lending activities, and deficiencies in loan 
underwriting. A recurring problem identified by the examiners in 
each of these examinations was deficiencies in appraisals utilized 
by Silverado to underwrite its major commercial real estate and 
land loans. At various times, the examiners also noted problems in 
Silverado's financial accounting practices, and expressed concern 
over the level of operating expenses and the amount and composition 
of capital. 

The actions taken by the Supervisory Agent in response to 
examinations during this time were usually informal in nature and 
focused on the development of appropriate policies and procedures 
for lending and appraisal activities. The Supervisory Agent 
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requested additional reports to monitor the institution's 
operations and issued various directives related to changes in 
financial reporting practices, updated policies and procedures, and 
recognition of problem assets. 

In many instances, Silverado disputed examination findings, 
particularly as to problem assets and the amount of losses that 
should be recognized. In response to the specific examination 
criticisms, Silverado adoptsd revised lending and appraisal 
policies, improved staffing, and raised additional capital through 
the real estate for stock deals in 1984 and 1985. To address the 
credit risk in its loan portfolio, Silverado purchased an insurance 
policy to cover losses on large loans in its portfolio as of March 
31, 1965, and further, required that the portion of participation 
loans purchased by Silverado to be senior to the portion retained 
by the selling entity. 

B. Identification of Loan Losses 


In September 1986, the Supervisory Analyst assigned to Silverado 
reconciled the losses identified in the July 1985 examination to 
Silverado's financial reports, and sent a memorandum to the 
Director of Agency functions at the FHLB of Topeka detailing the 
results of the analysis. The Supervisory Analyst noted that 
Silverado could be misapplying GAAP to avoid loss recognition, and 
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questioned whether or not Silverado had recognised approximately 
$10 million in loan losses on a RAP basis as identified in the July 
1985 examination report. Even with consideration of these 
unrecognized losses, Silverado's reported regulatory capital 
exceeded regulatory minimums by more than $14 million. 

On November 14, 1986, the Supervisory Agent objected to Silverado's 
use of Financial Accounting Standards Bulletin #15 (SFAS-15) under 
GAAP accounting to avoid recognition of the losses identified in 
the July 1985 examination report, and directed the institution to 
recognize indicated losses. Silverado responded by recognising 
some losses and submitting documentation that indicated the loans 
identified with other losses in the July 1985 examination had all 
been substantially restructured. Silverado also noted that the 
loan pool had been formed and that it was in the process of selling 
junior interests that would provide additional loan loss coverage. 

An examination was then scheduled to begin at Silverado. The 
Supervisory Analyst requested that the examiners closely review the 
loans detailed in the 1985 examination report that had purportedly 
been restructured, as well as new loans originated in the fourth 
quarter of 1986. In addition, the Supervisory Analyst updated the 
examiners on Silverado's use of FAS- 15 to avoid loss recognition 
and the supervisory position taken to reject that accounting for 
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loan loss recognition. The examiners also were requested to fully 
evaluate the loan pool that Silverado had formed in August 1986. 

C. Examination Commenced December 1986 


A comprehensive examination of Silverado began on December 1, 1986. 
This was a lengthy examination due to the nature of the problems 
identified by the examiners, and resulted in a 300-page examination 
report that was completed and forwarded to the Supervisory Agent on 
July 22, 1987. 

On January 27, 1987, the EIC filed two interim examination reports. 
The EIC reported the following matters of concern: 


at least four seriously deficient appraisals had 
been found, including three involving transactions 
between Silverado and a major shareholder. 

excessive compensation to executive officers. 

a large number of insider (related party) 
transactions. 

holding company loans to Michael Wise and James 
Metz. 

composition of regulatory capital (more 
specifically, the sources from which regulatory 
capital had emanated - real estate for stock deals, 
etc. ) • 


lack of appraisals for service corporation 
investments. 
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suspected Misrepresentations on subordinated debt 
applications. 

The Supervisory Analyst followed up with the EIC to obtain 
additional information to further document the examiners ' concerns, 
as well as possible regulatory violations. Other concerns also 
were developed from the additional information - preferential terms 
on residential loans to executive officers, prepayment of stock 
dividends, and the purchase of stock from loan proceeds. 

Enforcement and the Office of Regulatory Policy, Oversight, and 
Supervision (ORPOS) were contacted in February 1987 and informed of 
the examiners' interim examination findings. Based upon the 
information obtained from the examiners. District Counsel and the 
Supervisory Agent recommended that a cease-and-desist order (C&D) 
be issued to restrict the institution's activities and effect 
corrective action. The Assistant Director of Regional Operations 
at ORPOS and the representatives from Enforcement concurred with 
the recommended action. With the assistance of the Office of 
Enforcement, a draft consent C&D was then prepared, and a meeting 
was scheduled with Silverado's board of directors. If an 
acceptable consent C&D was not negotiated, Enforcement was expected 
to prepare a notice of charges and a temporary C&D for 
consideration by the Bank Board. 
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D. Meeting with Board/Cease-and-Desist Order/Supervisory 
Directive 


A aeeting to address the interim examination results and to present 
the C4D was held with Silverado's board of directors on March 10 , 
1987 . All members of the board were present for the meeting. 
Regulatory personnel from the PHLB of Topeka were accompanied at 
the Meting by representatives of Enforcement and ORPOS, and the 
Colorado State Commissioner. Most of the issues were presented and 
discussed in detail, with Silverado management providing their 
responses as to each of the Mtters of concern. 

Just before the consent C6D was to be presented, there was a break 
in the meeting. The Director of Agency Functions at the FHLB of 
Topeka telephoned the Principal Supervisory Agent (PSA) in Topeka 
and provided an update on the meeting. Following this 
conversation, the Director of Agency Functions indicated to the 
other supervisory staff that the PSA had decided not to present the 
consent CSD. The PSA had apparently decided that, from a 
supervisory standpoint, the safety and soundness issues involving 
the self-funding transactions (for the sale of stock and junior 
interests in the loan pool) required a completed, and not just an 
interim, evaluation by the examiners. 
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The situation was then discussed among supervisory staff and 
Enforcement representatives, with District Counsel, the Supervisory 
Agent, and the Enforcement representatives recommending the 
issuance of a supervisory directive to preclude any further 
self-funding transactions in any form. The Supervisory Agent then 
issued a supervisory directive to the board to preclude Silverado 
(or the holding company or any subsidiary) from directly or 
indirectly funding the sale of any of Silverado's securities 
(defined to include stock and junior interests in the loan pool). 
In addition, the Supervisory Agent directed that Silverado reduce 
its reported level of regulatory capital by the amount of the 
unvested portion of the subordinated debt Silverado had issued to 
certain officers. 

The Supervisory Agent followed up the meeting with a letter 

formalizing the directive in writing. The Supervisory Agent also 

informed Silverado that additional supervisory action could be 

taken based upon completed examination findings. Silverado 

complied with both directives. In March 1987, Silverado also 

agreed to treat the stock purchased with Silverado loan proceeds as 

a stock subscription. The impact of the stock subscription 

treatment was to deduct the stock purchased with loan proceeds from 

capital until such time as the loan was paid down. In addition, 

Silverado revised the terms of the residential loans to Messrs. 

* 

Wise, Metz, and Vandapool to eliminate terms unfavorable to the 
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institution, and agreed not to prepay dividends to preferred 
shareholders. 


E. Reappraisals Ordered by the FHLB of Topeka 

The December 1, 1986 examination lasted approximately six months. 
As previously stated, the completed examination report was received 
by the Supervisory Agent on July 22, 1987. This examination report 
detailed the following matters of supervisory concern: 


self-funding of stock sales and sales of junior 
interests in the loan pool; 

an unreported change-of-control involving Bill 

Walters; 

conflicts of interest and self-dealing; 
excessive compensation; 

excessive credit risk and loan concentrations; 

severely deficient appraisals and the lack of 
adequate supporting documentation for collateral 
value on service corporation projects; 

loans on preferential terms to officers and 
directors; 

prepayment of holding company dividends with funds 
indirectly derived from Silverado; 

distorted financial reporting due to the accounting 
treatment utilized by Silverado to report the loan 
pool; and 

use of the loan pool to avoid asset classification 
regulations. 
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The Report of Bxaminatioit ( Report ) reflected that $470 million of 

* 

Silverado's assets were considered to be substandard and that 
Silverado had unreserved losses of $40 million without 
consideration of the loss coverage provided by the sales of junior 
interests in the loan pool. The Report also indicated that 
Silverado failed to neet its Minima regulatory capital requirement 
when the substandard asset classifications were considered (due to 
an adjustment of the contingency component in the capital 
regulation) . 

The examiners' review of the capital raising transactions and loans 
granted under the quid pro quo program revealed that most of the 
transactions appeared to be based on substantially deficient 
appraisals. The use of deficient appraisals created supervisory 
concern that the real estate holdings, loans, and capital accounts 
of Silverado were carried at significantly inflated values. 
Silverado had been given the opportunity to correct appraisal 
deficiencies during the course of the examination, and had been 
unable to do so. Accordingly, the E1C and the Supervisory Agent 
recommended that reappraisals of various properties be obtained to 
quantify the extent of Silverado's loss exposure. The reappraisals 
would also provide necessary support for the Supervisory Agent to 
direct Silverado to appropriately recognize specific losses on 
those assets. Reappraisals were the key to determining Silverado's 
true financial condition. 
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Based upon the aforementioned recommendation of the EIC and the 
Supervisory Agent, nine properties were selected for" reappraisal . 
The Director of Examinations at the FHLB of Topeka ordered the nine 
reappraisals in August 1987. The reappraisals were received and 
reviewed by the District Appraiser at various times between 
December 1987 through March 1988. The reviewed appraisals were 
forwarded to the Supervisory Agent and to Silverado in March 1988 
and late April 1988. 

The results of the reappraisals indicated that the two properties 
acquired through the real estate for stock deals in December 1986, 
were substantially overvalued, and, as a consequence, Silverado had 
huge loss exposure on the loans supported by the collateral 
properties. As detailed earlier, as of April 1988, even though the 
reappraisals indicated significant losses, the Denver-based office 
of Coopers a Lybrand did not propose audit adjustments in 
connection with its 1987 audit to recognize the full extent of the 
losses in Silverado's loan portfolio and real estate holdings. 
This was an important consideration since, with the passage of the 
Comprehensive Equality Banking Act in August 1987, losses had to be 
recognised on a GAAP basis, as opposed to the previous regulatory 
standard of recognizing appraised losses. 
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The Supervisory Agent directed Silverado in June 1988 to recognise 
a total of $63 million in losses, and further directed that 
reappraisals be obtained on 10 additional properties. The 
recognition of these losses depleted Silverado's reported 
regulatory capital. The additional reappraisals were ordered by 
the Supervisory Agent because Silverado had not recognised the full 
extent of its losses, and Coopers a Lybrand had not proposed audit 
adjustments to require Silverado to recognise the appropriate level 
of losses in connection with its 1987 audit. In addition, another 
comprehensive examination was scheduled to begin at Silverado on 
August 3, 1988 to determine and update the extent of losses in 
Silverado's assets. 

After Silverado was informed of the additional reappraisals that 
were being ordered, Silverado's management requested a meeting with 
the Supervisory Agent. On July 19, 1988, Silverado's management 
met with the Supervisory Agent and revealed that an additional $198 
million in losses would be recognized as of June 30, 1988. 
Silverado had finally admitted to being substantially insolvent. 
As measured by GAAP, the insolvency was $186 million, while the RAP 
insolvency was $23 million. 

P. Supervisory Agreement 

The Supervisory Agent transmitted the December 1986 examination 
report to Silverado's board of directors on July 29, 1987, 
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requesting an immediate and thorough review. The Supervisory Agent 
also directed that Silverado immediately recognize and report asset 
classifications individually for the assets that comprised the loan 
pool. The Supervisory Agent also requested a meeting with the 
directors to address the matters outlined in the December 1986 
examination report. With the lack of previous support from the 
PSA, the presentation of a consent C&D did not appear to be a 
viable option. Based upon the examination findings, a Supervisory 
Agreement was then agreed to be necessary to maintain continued 
control over the activities of the institution and to obtain 
corrective actions. 

The Supervisory Agent and District Counsel met with the board of 
directors on August 25, 1987. All directors, save one, attended 
the meeting. The Supervisory Agent reviewed each of the specific 
matters of concern outlined in the examination, focusing upon the 
institution's underwriting, appraisal deficiencies, level of 
problem assets, financial reporting, and impaired capital. The 
Supervisory Agent noted that Silverado failed to meet its minimum 
capital requirement and voiced the concern that real estate 
holdings and capital accounts were reported at over inflated values. 
Hr. Wise stated the board would address the supervisory concerns by 
adopting board resolutions. The Supervisory Agent rejected this as 
an option and stated that a Supervisory Agreement was necessary. 
The board then authorized management to negotiate a Supervisory 
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Agreement. The Supervisory Agent noted that reappraisals had been 
ordered to address the asset valuation issues and that additional 
supervisory action beyond the Supervisory Agreement could be 
forthcoming based upon the results of the reappraisals. 

A Supervisory Agreement was drafted and negotiated with Silverado's 
management. The Supervisory Agreement , entitled Operating 
Agreement, was executed by Silverado's board of directors on 
October 26, 1987. See Exhibit 9. Among other provisions of the 
Supervisory Agreement, Silverado (and its holding company) was 
required to: 


submit a capital plan designed to bring Silverado 
into compliance with minimum regulatory capital 
requirements; 

revise the terms of residential loans to Messrs, 
wise, Metz, and Vandapool; 

obtain repayment of holding company loans to Wise 
and Metz without loss; 

restrict compensation to senior management 
personnel; 

restrict lending and investment activities to making 
or purchasing single-family residential loans or 
investing in Treasury, Agency, or other securities 
rated in one of the four highest investment grades; 

restrict transactions with shareholders; 

restrict the issuance of stock in exchange for real 
estate; 

restrict prepayment of dividends to preferred 
stockholders and interest on subordinated debt; 
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not report discounts or prepaid interest on 
subordinated debt as regulatory capital; and 

recognize the exaniners' asset classifications, and 
report identified losses to the extent not covered 
by junior interests in loan pool. 

The Supervisory Agreement also required prior regulatory approval 
of real estate loan workouts, modifications, sales, or exchanges of 
major loans and real estate owned. The Supervisory Agreement also 
reinforced directives which the Supervisory Agent had previously 
issued. Over two hundred (200) transactions were submitted for 
regulatory review and approval after the Supervisory Agreement was 
executed. The Supervisory Agreement effectively prevented 
Silverado from engaging in any new activities with significant 
credit risk. 

G. Other Supervisory Actions 

1 . Suspension of Dividend Payments 

On September 10, 1987, based upon the reported findings in the 

examination received on July 22, 1987, the Supervisory Agent 

objected to and prevented Silverado from making a proposed dividend 
payment of $1.1 million to its holding company. Silverado did not 
propose to or make any dividend payments after this date. 

On Pebruary 28, 1988, Silverado's outside legal counsel requested 
the Supervisory Agent to approve a proposal that called for the 


71 



348 


holding company to declare a dividend in the form of an undivided 
interest in the notes receivable from Messrs, wise and Metz to its 
preferred shareholders for payment of past accrued but unpaid 
dividends. The Supervisory Agent objected to and prevented the 
proposed dividend, noting that the funds for these loans were 
provided indirectly from Silverado and that the holding company 
should be infusing all available funds into Silverado, since the 
institution failed to meet its minimum capital requirement. The 
Supervisory Agent also noted that the proposed dividend would serve 
as a debt forgiveness for Mr. wise, who, as a substantial preferred 
shareholder (having acquired the developer's preferred stock), 
would be given an undivided interest in his own note. 

2 . March 1988 Examination 


Due to concern with an apparent concentration by Silverado in 
mortgage derivative investments, the Supervisory Agent requested in 
February 1988 that an examination be commenced to evaluate 
Silverado's investment activities and the level of interest rate 
risk in the institution's assets. The examiners were also 
requested to review the institution's compliance with the terms and 
conditions of the Supervisory Agreement. Silverado had invested in 
significant amounts of mortgage derivative investments to increase 
its net operating income. This examination was commenced on March 
3, 1988. The examination was completed and the examination report 
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sent to the Supervisory Agent in April 1988. The examiners 

i' 

concluded that Silverado did not have an excessive amount of 
interest rate risk. However, the examiners did note that the 
mortgage derivative investments were subject to some exposure from 
basis risk (the risk of short-term interest rates changing at a 
different rate than long-term interest rates). 

In June 1988 , the Supervisory Agent issued a directive that 
precluded Silverado from purchasing or acquiring any additional 
mortgage derivative investments. The Supervisory Agent supported 
this action by noting Silverado's exhausted capital position and 
the level of risk engendered in the concentration of such 
investments. The Supervisory Agent objected to and prevented 
additional investments in mortgage derivatives totaling $100 
million and $5.4 million proposed by Silverado in July and August 
1988, respectively. 

3 . Other Supervisory Directives 

Upon receiving the reappraisals in March and April 1988, in 
addition to the other measures previously outlined, the Supervisory 
Agent took other actions designed to limit Silverado's activities 
and risk exposure. On Hay 3, 1988, the Supervisory Agent issued 
two directives to Silverado: one limited liability growth to the 
amount of interest credited (Silverado was permitted to grow up to 
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an annualized rate of 25 percent under then existing regulations), 
and another which precluded Silverado from accepting any additional 
brokered deposits. 

In September 1988, the Supervisory Agent objected to and prevented 
Silverado from amending its bylaws to limit the liability of its 
board of directors. Also, in October 1988, the Supervisory Agent 
objected to Silverado's proposal to release the principal on a $74 
million loan from all claims; a loan on which Silverado had 
recognized a $42 million loss. 

H. Consent Agreement and Receivership 

As a result of Silverado's admitted insolvency in July 1988, the 
institution's board of directors was presented with a Consent 
Agreement on August 2, 1988. Through the execution of the Consent 
Agreement, the directors formally acknowledged the insolvent 
condition of the institution and the FSLIC was authorized to 
negotiate a plan of merger, consolidation, transfer of assets and 
liabilities, reorganization, or acquisition of Silverado. The 
Consent Agreement also implemented additional restrictions on 
operations, investment activities, lending activities, and 
compensation. The Consent Agreement required the submission of a 
financial operating plan, and a management plan which would provide 
for the reduction of senior management compensation and the 
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replacement of senior and middle management. The Consent Agreement 
also precluded Silverado from accepting uninsured deposits. 

Silverado's losses were publicly announced by the institution that 
same week, and a liquidity crisis quickly developed as depositors 
sought to withdraw their funds. Silverado's directors executed the 
Consent Agreement on August 6, 1988, effective as of August 5, 
1988. See Exhibit 10. In response to Silverado's liquidity 
problems, the FSLIC provided a guarantee for FHLB of Topeka 
advances on August 9, 1988. 

Through the submission of the management plan, the Supervisory 
Agent was able to obtain substantial cuts in the compensation of 
Silverado's executive officers and the termination of Hr. Metz's 
consulting contract. Despite the urging of the Supervisory Agent, 
as late as October 1988, the board of directors refused to make any 
changes in senior management. The board of directors fully 
supported the actions undertaken by senior management, despite the 
massive losses which had resulted from Silverado's speculative 
activities. 

Silverado filed a capital forbearance plan on August 17, 1988, 
which was rejected by the Supervisory Agent. Silverado also 
pursued a recapitalization of the institution via an outside 
acquisition by three outside groups. The contemplated acquisitions 
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were predicated on capital infusions resulting from the 
contribution of real estate and a small contribution of cash. The 
Supervisory Agent informed Silverado that the proposed non-cash 
contributions of capital were unlikely to be acceptable, and that 
any acquisition would have to result in significant changes in 
executive management. 

Following established procedure, the Supervisory Agent determined 
that there was no qualified in-state thrift institution interested 
in an unassisted acquisition of Silverado. The Supervisory Agent 
then submitted a recommendation to FSLIC on September 12, 1988, 
that FSLIC accept the transfer of Silverado for case resolution. 
In late September, 1988, the Supervisory Agent and District Counsel 
discussed with the State Commissioner the pending recommendation 
for a receivership action. The State Commissioner had issued a 
capital call to Silverado which was scheduled to expire on October 
13, 1988. 

The FSLIC notified the Supervisory Agent on October 24, 1988, that 
it would accept the transfer of Silverado for case resolution. 
FSLIC personnel requested the Director of Supervision to obtain an 
extension of the State Commissioner's capital call for 60 days to 
enable FSLIC to marshal the resources necessary for the closing of 
Silverado. Accordingly, on October 25 and 27, 1988, the 
Supervisory Agent requested the State Commissioner to extend the 
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capital call an additional 45 days. On November 1, 1988, the State 

a 

Commissioner notified the PSA that the capital call due date would 
b* extended to December 1, 1988, and that he would act to close the 
institution no later than December 16, 1988. 

On November 9, 1988, the PSA sent a recommendation to the Bank 
Board that the FSLIC be appointed as receiver for Silverado based 
on the grounds that Silverado: 1) was insolvent; 2) had suffered a 
substantial dissipation of assets due to violations of laws, rules, 
and regulations, and due to unsafe and unsound business practices; 
and, 3) Silverado remained in an unsafe and unsound condition to 
transact business. See Exhibit 11. The Bank Board appointed the 
FSLIC as receiver for Silverado on December 9, 1988, and Silverado 
was closed. 
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IV. ENFORCEMENT STRATEGY AGAINST SILVERADO 


At all times in its existence, Silverado was a state-chartered 
savings and loan association. As such, it was governed for 
enforcement purposes, at the federal level, solely by the terms of 
the Title IV of the National Housing Act of 1934 ( "NHA" ) , 12 U.S.C. 
S 1724 et seq . Under this law, several enforcement actions were 
available to address the problems at Silverado. The enforcement 
actions taken against Silverado are addressed in the following 
paragraphs . 

A. Cease and Desist Order 


As discussed in Part III D of this statement, a meeting was held 
with Silverado's directors on March 10, 1987 to discuss regulatory 
concerns that had arisen during the course of the then-ongoing 
examination. The strategy devised by the FHLB of Topeka staff and 
Enforcement included the presentation of a consent C&D drafted to 
address the regulatory violations and unsafe or unsound practices 
revealed in the interim examination reports. The final authority 
to present the consent C&D was withheld by the PSA. Foreclosed 
from the issuance of a consent C&D, a supervisory directive was 
issued instead. 
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Dmmpite the effectiveness of the directive, PH LB of Topeka staff 
and Enforcement personnel deterained that a Supervisory Agreement 
would be appropriate as an additional supervisory tool to ensure 
continued compliance with outstanding directives and to place 
additional restrictions on Silverado's operations. 

B. The Bill Walters Supervisory Agreement 

With the execution of the Silverado Supervisory Agreement, the 
formal examination stage of the enforcement effort began. The 
first issue addressed was whether Bill Walters, a major Silverado 
borrower and stockholder, had violated the Change in Savings and 
Loan Control Act of 1978 ("Control Act"). 

As a result of the evidence obtained through the formal 
examination, it was determined that Nr. Walters had violated the 
Control Act because of the following securities holdings: 

1. Bill Walters and related parties owned 80 percent of 
Silverado's holding company class A common stock. 
Section 574 . 4 ( a ) ( 2 ) ( i ) defines control as exissting 
within any group owning more than 25 percent of any 
class of voting stock. 
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2. Bill Walters and related parties owned 100 percent 
of series E preferred stock of Silverado. Section 
574.4(b)(l)(ii) establishes the presumption of 
control if any group owns more than 25 percent of 
any class of stock of a savings association. 

3. Bill Walters and related parties contributed 

approxiaately 53 percent of the capital of 

Silverado's holding coapany. Section 

574.4(a) (2) (vi) defines control as existing within 

any group that contributes more than 25 percent of 
the capital. 

To address the regulatory violations, a proposed supervisory 
agreement was submitted to Mr. Walters on November 19, 1987, less 
than one month after the institutional supervisory agreement was 
obtained. It had three basic requirements: (1) all of the 

securities would be sold; (2) until the securities were sold they 
would be placed in trust; and, (3) Mr. Walters would not vote the 
securities or otherwise attempt to exercise any control over 

Silverado or its holding company. 

During the lengthy negotiation of the supervisory agreement, Mr. 
Walters' activities were monitored to ensure that he did not 
attempt to vote his stock or attempt to influence Silverado in any 
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way. The supervisory agreement with Nr. Walters was executed on 
Hay 11, 1988. 

C. Formal Enforcement Actions 


1. Formal Examination 


Pursuant to S 407(m)(2) of the NHA, the Bank Board was empowered to 
conduct formal examinations into the affairs of insured 
institutions. These examinations were supported by the power to 
issue subpoenas, administer oaths and take testimony. The goals of 
such a formal examination was, however, only to gather evidence so 
that the Bank Board, and its successor, OTS, could make an informed 
decision about whether to proceed with a particular enforcement 
action, or to assist the examiners in obtaining otherwise 
unavailable information. As such, a formal examination is merely 
an enforcement tool, rather than an end unto itself. 

After Silverado's operations were limited by the Supervisory Agent 
and Supervisory Agreement negotiations had begun with Hr. Walters, 
the focus of the formal examination shifted to consider whether 
sufficient evidence existed to examine the possibility of removing 
various Silverado officials from their offices and prohibiting 
their further affiliation with any insured financial institution. 
Because it was anticipated that the examination would be large and 
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complex, as compared to the usual case, the scope of the 
examination was limited to those transactions that would provide 
weighty evidence for possible removals or prohibitions. 

During the course of the formal examination, the scope was again 
narrowed to a few transactions most likely to provide compelling 
evidence to support possible removals or prohibitions. In 
particular, the Neusteter loan, the Cityview loan, the Silverado 
holding company loans to Messrs, wise and Metz, the December 1986 
modification of a loan previously extended to a 
developer/shareholder, the payment of executive bonuses, the 
subordinated debt application in 1966 and the 1986 audit, were the 
focus of the formal examination. 

After determining these areas of inquiry, the Silverado 407(m)(2) 
formal examination followed the standard three phases of a formal 
examination: document gathering, depositions and interviews, and 
once a determination is made that further action is appropriate, 
settlement or litigation. See Exhibit 12. During this 
examination, it was necessary to file two actions in federal 
district court to enforce subpoenas. 

Documents were subpoenaed from 58 companies or individuals. As a 
result of this process, over 100,000 pages of documentary evidence, 
excluding the auditors' workpapers from 3 separate annual audits. 
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were obtained. Thousands of pages of other documents were reviewed 
pursuant to the subpoena power, but copies were not retained. 

Testimony under oath was taken from forty (40) individuals; another 
ten (10) individuals were interviewed without administration of an 
oath. These depositions and interviews ranged from a few hours to 
several days and were, on occasion, marked by witnesses who 
asserted their Constitutional privilege against self incrimination 
or who were unable to recall the details of transactions providing 
immense personal benefit. 

During the course of the formal examination, testimony and 
documents were obtained from Silverado's management and mid-level 
employees, borrowers, their employees, appraisers, accountants and 
other financial institutions. 

2 . Removal and Prohibition 

Although the formal examination was not yet completed, five 
directors or senior officers were presented consent orders of 
prohibition in January 1989, weeks after the receivership. 
Although it appeared some would sign at that time, all eventually 
declined to execute the consensual orders. After their refusal to 
consent to prohibition orders, the examination continued with the 
expectation that litigation would be necessary. To that end, the 
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formal examination continued and in December 1989, the testimony of 
senior management was scheduled. 

In connection with taking the testimony of Silverado's former 
senior officers, each individual was again given the opportunity to 
consent to an order of prohibition. This time they agreed to 
consent to the prohibition actions. As a result, consensual orders 
of prohibition were issued on January 9, 1990 against former inside 
directors and officers Richard Vandapool, Robert Lewis and Michael 
Wise; on January 18, 1990 outside former director James Metz was 
prohibited; and on January 23, 1990 former Silverado executive vice 
president Russell Murray was prohibited. The orders of prohibition 
prevent these individuals from ever again participating in the 
affairs of any federally insured financial institution. 

3 . Other Administrative Actions 


The OTS Enforcement Review Committee ( "ERC" ) consists of three 
senior staff members who were delegated the authority to institute 
enforcement actions and to recommend enforcement policy. The ERC 
formally met four times to consider the evidence obtained through 
the formal examination and the enforcement actions recommended by 
the Topeka District staff and the Enforcement staff. As a result 
of these deliberations, the ERC issued the consent prohibition 
orders in January 1990. 
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Also in January 1990, settlement discussions were initiated with 
Neil H. Bush, an outside director, and others. 

Hr. Bush declined to negotiate a settlement. Consequently, the 
sta£f presented its findings and recommendation to the ERC . After 
lengthy briefings and discussions, the ERC authorized the issuance 
of a Notice of Charges for a C&D on February 5, 1990. That matter 
is currently being litigated. Negotiations are continuing with 
others. 

Until these administrative proceedings are resolved, fundamental 
due process and fair play strongly suggest that it would be 
inappropriate to discuss the particulars of these open cases. 

4. Criminal and Other Referrals to Outside Agencies 

An integral part of remedial action on any failed financial 
institution is the referral of suspected criminal actions to the 
appropriate law enforcement agencies and the referral of suspected 
regulatory violations to the appropriate administrative agencies. 

With respect to Silverado, eleven referrals have been made to the 
Department of Justice, the Internal Revenue Service, the 
Commodities futures Trading Commission, and various self regulatory 
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bodies. In addition, referrals have been made to licensing and 
self-regulatory bodies. 

The right of the potential defendants to a fair trial dictates that 
the particular referrals not be discussed in detail. Nonetheless, 
the criminal referrals include counts of bank fraud, conspiracy, 
misapplication of loan funds, perjury, conspiracy and tax evasion 
counts, and criminal Racketeer, Influenced and Corrupt 
Organizations Act violations. 

5 . Directors and Officers Civil Liability Suit 

Although not conducted under the guidance or control of either 
Enforcement or the FHLB-Topeka ; the FSLIC, as receiver for 
Silverado, retained a law firm to explore the possibility of suing 
former officers and directors of Silverado as well as other persons 
and entities responsible for losses to the insurance fund. with 
FIRREA' s abolition of the FSLIC, the FDIC succeeded to any inchoate 
claim previously held by the FSLIC. As with the other areas of 
open inquiry, further comment would be inappropriate. 
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Growth plan vithdrovn duo to supervisory objections. 

Rejected proposed use of GAAP account inf to avoid loss 
recognition. 

Coun ced conprehensive exon i nation of Silverado. 

Meeting vith Board of Directors to present CAD based on January 
1907 interin exani nation findings (PSA - Principal Supervisory 
Agent - decided not to go forvard vith CAD). 

Supervisory Agent issued a directive to restrict self-fuadl^ 
transactions and to deduct certain portions of subordinated 
debt froa being counted as regulatory capital. 

As a result of supervisory directive, Silverado deducted stock 
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residential loans to senior officers, and agreed to aake no 
additional prepaynent of dividends. 

Bank Board approved foraal 407 (b)( 2) exani nation of Silverado. 
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Supervisory Agent objected to payment of $1.1 Billion dividend 
by Silverado to holding coapany. 

District Counsel subaitted a neaorandun to the Office of 

Bnforceaent recoanending 407 foraal exaaination review dealings 
and apparent conflicts of Interest involving certain affiliated 
parties. 

District Counsel subaitted a neaorandun to the Office of 

Bnforceaent supplementing the infornation provided on Septeaber 
18, 1987 regarding certain affiliated parties. 

Supervisory Agreenent executed by Silverado. 

Supervisory Agent directed Silverado to amend financial reports 


367 


03/03/88 

03/21/88 

04/25/88 

05/03/88 

05/03/88 

06/10/88 

06/24/88 

06/24/88 

06/27/88 

07/19/88 

08/03/88 

08/03/88 

08/06/88 

08/16/88 

09/12/88 

09/14/88 

09/15/88 


to rocogvtlso ass ot classifications and lossas, and varnad 
directors of risks in nortgage darivativa invastaants. 

Bxaaination coaaancad to raviav Silverado's invastaant 

activitl as and coapliance vith Supervisory Agraaaant. 

Supervisory Agent objected to declaration of dividend by 
holding coapany of $4 aillion in notes receivable froa 
insiders. 

Proposed 1987 audit report vith qualified opinion (reflecting 
$40 aillion in loan losses) rejected by Director of 
Exaalnations. 

The Supervisory Agent directed Silverado to further Halt 
liability grovth to aaount of interest credited. 

Supervisory Agent directed Silverado not to accept any 

additional brokered deposits. 

Supervisory Agent directed Silverado to recognise a $42 aillion 
loss based on a FHLB reappraisal. 

Supervisory Agent directed Silverado to cease investing in 
aortgage derivatives. 

Supervisory Agent directed Silverado to recognise $21 aillion 
in losses based on FHLB reappraisals. 

Supervisory Agent directed that ten aore reappraisals be 
ordered. 

Meeting vith Silverado's aanageaent; Silverado adaits to an 
additional $197 aillion in losses and Insolvency. 

Supervisory Agent objected to proposed purchase of additional 
$100 aillion in REMIC residuals. 

A comprehensive examination is coaaenced. 

Consent Agreement executed by Silverado's board of directors. 

i 

Supervisory Agent objected to purchase of $5.4 aillion REMIC 
residual. 

Supervisory Agent recoamended FSLIC accept transfer of 
Silverado for case resolution. 

Supervisory Agent objected to anendaent to by lavs to Halt 
directors' liability. 

Supervisory Agent rejected Silverado's capital forbearance 
application. 
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10/17/88 

10/24/88 

10/28/88 

11/09/88 

12/09/88 


Supervisory Agent objected to proposed release of all claims 
against principal of SDC Land Partners in connection vith $74 
■ill ion loan. 

FSLIC accepted transfer of Silverado for case resolution. 

Hooting vith board of directors; Silverado's board defended the 
performance of nanagenent despite the Supervisory Agent's 
recoanendation that senior nanagenent be replaced. 

PSA subnit ted fornal recoan en dation that FSLIC be appointed as 
receiver for Silverado. 

Bank Board appoints FSLIC as receiver for Silverado and the 
institution is closed. 
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S UPER VISO RY qRQgOMgT 


SILVERADO BANKING, SAVINGS RHP LOAM ASSOCIATION 


Docket No. i 
Chart or Typos 
City, States 


05871 

Stata/Stock 
Denver, Colorado 


Fi n a n c i al Informations 

(000a Omitted) 

9 Months 


Total Assets (TA) 

1984 

$953,353 

Year Ended December 31 
1985 1986 

$1,517,478 $1,820,382 $2 

1987 

,218,051 

Ended 

09/30/88 

$2,315,993 

Commercial Real Estate 
and Land Loans 

646,414 

958,628 

1,106,477 1 

,335,738 

1,021,181 

Total Liabilities (TL) 

897,383 

1,449,489 

1,732,690 2 

,178,025 

2,483,773 

Brokered Deposits 

142,561 

127,322 

261,432 

324,732 

431,049 

Regulatory Capital (RC) 

55,970 

67,989 

87,692 

**63,451 

*(138,277) 

Minimum Capital Requires) 

ent N/A 

54,821 

55,662 

160,155 

149,209 

RC/TL 

6.2% 

4.7% 

5.1% 

2.9% 

(5.6)% 

Annual Asset Growth 

117.0% 

59.2% 

20.0% 

21.8% 

5.9% 

Scheduled Items (SI)*** 

22,819 

88,924 

22,378 

492,477 

743,563 

si/ta 

2.4% 

5.9% 

1.2% 

22.2% 

32.1% 

Loan Fees 

16,658 

11,949 

10,224 

6,604 

0 

Operating Expenses 

19,574 

26,985 

34,821 

40,159 

25,720 

Compensation **** 

8,143 

10,719 

12,785 

13,673 

9,583 

Loan Loss Provisions 

3,250 

4,115 

11,816 

41,378 

194,555 

Interest Margin 

3,923 

12,406 

2,595 

22,943 

31,375 

Net Operating Income (Loss) 12,165 

7,822 

(29.448) 

(22,254) 

326 

Net Income (Loss) 

6,115 

7,980 

(15,737) 

(32,918) 

(209,067) 


* Includas general loos allowances of $29,503. 

*• Includas ganaral loss allowances of $23,425. 

•** Tha December 31, 1987 and September 30, 1988 SI amount raflacto total 
substandard assets. 

**** Includas directors' faas and expense* *• and officers' and employees ' 

salarias and axpansas. 

Sourca — Quarterly Thrift Financial Reports. 
Exa m i n ation History from 01/01/80 until 12/9/88 t 


Exam Data 
09/19/80 
07/08/81 
04/02/82 
10/29/82 
08/12/83 
08/20/84 
01/07/85 
07/22/85 
12 / 01/86 
03/03/88 
08/15/88 


Type of Exam Ratings 

Joint Comprehensive 

Joint Comprehensive 

Joint Comprehensive 

Joint special 

Joint Comprehensive 

Joint Special 

Supplemental (to 8/84 exam) 
Joint Special 
Joint Comprehensive 
Joint Special 
Joint Comprehensive 


Composite MACRO 
2C 2 4 2 2 2 

3C 4 2 4 2 4 

2C 2 2 4 2 4 

2C 22224 
3C 24222 

3C 24424 

4 2 4 4 2 4 

4 3 4 4 3 4 

4 4 4 3 2 4 

N N N N 3 N 

5 5 5 5 4 5 
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OttOMlogiOAl Itf i i w of Supervisory tetioaa (fra 01/01/M) a 

11/24/00 Ttoo Report of Examination (Report) as of Sept ester it, 1900 %#*■ 

transmitted to the Supervisory Agent. The Report noted that scheduled 
items totaled 3.0 percent of total assets and identified a conflict of 
interest involving s service corporation loan to Hr. W. James Mots, 
the chairman of the board of the institution. Certain deficiencies in 
internal control were also identified. The examiners assigned a 
comprehensive rating of ”3C a rating to the institution for this 
regular examination. The Supervisory Agent's December 1, 1980 letter 
transmitting the Report requested the directors to comment on the 
above average level of RIO and slow loans, and to monitor the high 
level of loan commitments. The Supervisory Agent also directed that 
the service corporation loan to Hr. Meta be retired. (See Exhibit 1) 

01/19/81 The board's response to the Report as of September 19, 19M and 
related supervisory letter stated the scheduled items problem was due 
to previous management and that new management (President Michael R. 
Wise) was making progress in this area, and that loan rnmml tmeni a 
(primarily related to condominium projects) could be easily 
accommodated. The board also reported that the service corporation 
had retired the debt to Mr. Meta in Rovsmber 19M. (See Exhibit 2) 

09/17/81 The Report as of July 8, 1981 was transmitted to the 8upervtbory 

Agent. The Repo r t detailed that Silverado had quadrupled in else eimoe 
the then most recent examination) that the institution had reported a 
net loss for the first six months of 1981; and that net worth as of 
June 30, 1981 had declined to 2.46 percent of total assets from 4.45 
percent on August 30, 1980. The examiners also noted that operating 
expenses were twice that of the institution's peer group, and that 
much of Silverado's growth had been funded by juste certificates of 
deposit. The examiners also questioned the propriety of Silverado's 
accounting for loan fees and the purchase accounting entries used to 
record a merger with Security Savings and Loan Association, Colorado 
Springs, Colorado, in March 1981. The Report outlined the examiners* 
concern that Silverado could fail to meet its minimum regulatory 
capital requirement by the end of 1981. The examiners assigned a 
comprehensive rating of *3C" at this time. The institution's response 
to the examiners' concerns was outlined in the Report. Silveredo 
pointed out that its level of net worth had actually materially 
increased since the previous examination, but was lower as a 
p e r ce nt age of assets due to the merger and other growth, and that the 
reported net loss was due to the inclusion of the merged institution's 
losses in those reported numbers. Silverado also responded that it 
would be able to report subordinated debt as additional net worth. 
Mr. Wise stated that balance sheet strength was Silverado's primary 
goal, not asset else, and reiterated the validity of the institution's 
accounting for the merger acquisition and for loan fees. (Erne Exhibit 
3) 

11/06/81 The Supervisory Agent transmitted the Report as of July 8, 1981 to the 
board, noting that a supervisory letter would follow. (See Exhibit 4) 
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04/22/12 


OS/28/92 


06/23/82 


08/04/82 


11/17/82 


01/23/83 


A file m m o gmdu a fro* the luparriaory Agent stated that a of 
co aa nnlo itlons had boon received fro* tho laatltutlon eddreeeing tha 
1 sauce notod in tho Report aa of July 9, 1991. Tha Supervlaory Agent 
notod that tha ordinary supervisory lattar had not boon a ant and that 
an aarly awl nation of tha inatitution had nn— ncad on March 29, 
1982. 

Tha Report aa of April 2, 1982, wai trana*ittad to tha Supervlaory 
Agent. Tha Report datailad ehangaa in purchase accounting by Silverado 
to record tha oar gar conau—atad in March 1991, and tha effecta of 
thaaa ehangaa in aarving to incraaaa regulatory capital and reported 
earninge for 1981. Silverado's level of regulatory capital was 
reported to be below that of ita pear group. Tha examiners aleo noted 
oonoama on tha inatitution* a practice of accepting notee and daad a of 
truat in lieu of caah for loan rn—lfont faaa, and identified 
nonooaplianee with Truth- In-Landing ragulationa and ragulationa 
pertaining to retail rapurehaaa agreement a. Tha eaaain are aaaignad a 
comp re hensive rating of "2C" in tha Report, (lea Inhibit S) 

Tha Supervisory Agent 'a lattar tranoaltted tha Raport aa of April 2, 
1982 to tha Colorado Co**loeioaar. Tha Supervisory Agant requested 
that tha inatitution be cone latent in tha accounting r raiment of ita 
financial poaitlon, that only caah received aa acquiaitlon credits be 
reported aa currant Incoae, and that tha dlrectora taka aotionr to 
aaaura coaplianca with Truth- In-Landing ragulationa and ragulationa 
covering retail rapurehaaa agraawanta. Tha Colorado Co**iaaiooar , 1 in 
his trana*ittal lattar for thin Raport (dated July 9, 1982), also 
requested a raport on tha institution's pr og res s in improving its net 
worth position. (Sea Exhibit 4) 


Tha board's r esp ons e to tha R apo rt as of April 2, 1992 and related 
supervisory lattar stated that tha board was eo**ittad to 
strengthening Silverado's net worth through continued profitability 
and oonltoring of asset growth, noting that Silverado had not \nttaam 
of 91.2 alllion for tha first six *onths of 1982. Tha board also 
reported that the institution had requested an opinion fro* its 
independent accountants on tha approp r iate accounting for loan 
co**it*snt fees; and further noted that proceduree had been 
iapleaented to co r rec t deficiencies oausing nonoo a p l l a nce with 
Truth- In-Lending regulations. A legal opinion as to Silverado's 
onmpl lanrna with regulations covering retail rapurehaaa agreements was 
enclosed with the board's response. (Sea Exhibit 7) 

The Supervisory Agent notified Silverado in a supervisory letter that 
the nua*s accountants had determined that Silverado's aooounting 
tsaahasnt for ocaaitaeat fees, although supported by their Independent 
accountants, was not a p prop r iate for RAF reporting p ur pose s . (Sea 
Exhibits. S, 9, and 10) 

Silverado advised the PSA by letter of its intent to repurchase 
certain loan participations sold to St. Louis Federal Savings and Loan 
Association, which repurchase would cause Silverado to violate 
regulatory limitations on loans-to o n e bo rr owe r . On January 26, 1993, 
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02/08/93 


03/23/83 


05/23/83 


06/09/83 


ths Supervisory Agent's letter to Silverado e ep cessed strong objection 
to any repurchase which would cause the institution to violate the 
noted regulation# stating that any repurchase should be tied to an 
immediate resale to another party. (See Inhibits 11 and 13) 

The Aeport as of October 29# 1982# covering a special limited 
examination of Silverado conmsncsd to analyse underwriting policies 
and practices (with — phi sla on large construction projects) was 
transmitted to the Supervisory Agent. Zn transmitting the Aeport# the 
examiners stated that most of the loans analysed (totaling 
approximately $4$ million) involved the sale of participation 
interests to other insured thrift institutions. The Aeport outlined 
significant und er writing deficien c ies# including tbs prepayment, of 
management fees# a leek of procedures for sufficient control over 
wraparound loans# the origination of loans in exons a of sales price# 
and week appraisals. The e x am in e r s noted that Silverado ap pea r ed to 
be acquiring appropriate loan documentation after the loans had 
already been originated or committed to, and that Silverado lacked 
adequate resources to handle the work a ssociated with the type of 
construction lending being undertaken. S up ervisory files do not 
indicate that ratings were assigned for this examination (See 
Exhibit 13) 

The Supervisory Agent ' s letter transmitting the Aeport ax' of 
October 29# 1982 revested that the board adopt written loan policies 
and procedures which rec ogn i a ed and add r essed the sigsif icihwt 
deficiencies and weaknesses reported by the examiners. A current 
status report on ea c h project identified in the Aeport was also 
requested. (See Exhibit 14) 

Silverado's respo n se to the Aeport as of October 29# 1982 and related 
supervisory letter was received and en c losed the requested status 
report. The response detailed management's objection to many of the 
examiners criticisms# stating that the loans were fully performing# 
that the structure of Silverado's loans had been developed with the 
advice of legal counsel and confo rm ed to applicable regulations. 
Management also noted that appraisals had been prspered by MAX 
appraisers# that the examiners nay not have understood the principles 
of Silverado's nootr adit local lending activities# and that the 
examiners' comments on the timing of loan documentation w er e without 
merit. Loan policies and p r ocedures tiers also submitted at this time. 
(See Exhibit IS) 

Silverado filed an application to include 82.9 million in subordinated 
debt as regulatory capital. The subordinated debt was issued to Otero 
Savings and Lean Association# Colorado nclaqm, Colorado, in 
conjunction with the purchase of a branch office. The VIUB 
conditionally approved this application on Novenbor IS# 19S3. The 
Supervisory Agent notified Silvarsdo on nsnsmbsr 9# 19S3 that the 
conditions of approval had boon not# and that the institution could 
include the subordinated debt as regulatory capital. (Sea Exhibits 
16 and 17) 
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11/14/83 The Report of BxsaOnatlon as of august 12, 1983 was transmitted to the 
Supervisory Agont. The Report noted that Silverado and its service 
corporation was continuing with a high-risk lending program involving 
major construction/development projects that had begun in 1981. 
Silverado was selling participations in these loans to mitigate its 
level of risk. The examiners reported that many projects were not 
performing because of the recent economic recession and volatile 
interest rates, and that loans tiers being restructured due to 
nonpayment. Significant underwriting deficiencies were outlined in 
tbs Report, centering around deficient appraisals and the lack of 
compliance with FHLBB Memorandum R 41b (R 41b) . The examiners 
concluded that the loan underwriting for these loans was unsafe and 
unsound because of the deficient appraisals and rsnnmmsnilsil that 14 
projects be reappraised. Silverado was assigned a comprehensive rating 
of -3C.” (See Exhibit IS) 

01/26/84 Silverado's management provided a preliminary response to the Report 
as of August 12, 1983 to the PSA. This response provided the current 
status of problem loans addressed in the Report (stating that most 
were performing with restructured terms), and stated that Silverado 
had improved its procedures for obtaining and analysing appraisals. 
(See Exhibit 19) 

02/02/84 The Supervisory Agent's letter transmitting the Report am .of 
August 12, 1983 requested that the board revise written leading 

policies to address the serious underwriting weaknesses identified in 
the Report. The Supervisory Agent asked for Silverado to subadt a 
monthly status report to facilitate the monitoring of loan 
concentrations, and to provide firm assurance that appraisal policies 
and practices would fully comply with R 41b and applicable regulations 
on appraisals. Ths Colorado Commissioner forwarded the Report to 
Silverado on March 9, 19S4 with a letter reiterating the requests of 
the Supervisory Agent. (See Exhibit 20) 

03/26/84 The board's response to the Report as of August 12, 1963 and related 
supervisory letter was reoelved and enclosed a oopy of policies for 
nnmnsrclsl real estate loans that the board had adopted on March 21, 
1984. This response outlined specific p roc e dures which had been 
implemented to address appraisal concerns and stated that procedures 
would continue to be revised and supplemented in order to upgrade the 
quality of loan originations and documentation. The board agreed to 
provide the monthly status report. Management stated that 

S7S0 thousand in unallocated reserves for loan losses had been 
nnta b llehed in recognition of potential losses in the portfolio and 
that additional unallocated reserves would be established in 1984 to 
bring that total to $2 million. (See Exhibit 21) 

04/09/64 The Director of Examinations advised Silverado that independent fee 
appraisals were being ordered by the PBLB of Topeka on the collateral 
securing loans as recommended in the Report as of August 12, 1983. 

The Director of Examinations noted that the appraisals obtained would 
be the subject of a supplement to that Report. Ths FHLB of 
Topeka-ordered appraisal reports we re forwarded to Silverado in August 
and December 1984. Silverado provided detailed responses to the 
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09/17/M 


09/21/M 


11/09/M 


appraisals la P i c — Mr 19M aa4 Fates ary 1999, til lag fctt ltt 
•Mlytia al—ti — fflcl— t value far the laaaa — —ay lap— art 
had I— — 9 a la ate projects ate ttet, la a— oaaa, prejeeted cash 
f la— indicated — lo— — a loaa 911— rite cla late te he— 
r — Tract arte alter lut— t af Financial Aooeeatlag Standards Pa. 19 
(FA9-15). Za a lattar to 911— rate tette Fate— ry 7, 1999, tte 

Dlractar of Bxaal— tlo— atatte ttet te —a impressed by tte 
lafor— tl— 911— rate ted pc— t ai ate tte actio— tatea to elite— to 
pot— tlal l oaa— , ate ttet tte te — lopoaota —aid te a— 1— tte a pit a 
la tte a art — i aatl— . (9— Exhibits 22 ate 23) 


A latter fr— 911— da —a r a— 1— d white aatllaad te tte F— ate tte 
Colorado rn— laalooar a pro p o— d txaaaactloo wteroby a service 
corporatloa ow n ad by 911— rate —aid acquire oartala par— la of late 
for 99 allli— fr— aa affiliate of —C, which prooaada —aid te 
la— otod by iBC't affiliate la prafarrod atoeh of 911— rate, fhalr—a 
VI— atatte that tte pa rch aaa prl— —aid te aapported by thr— 
appralaala praparte la ac car da a r a with 1 41b. (9aa Bahlblt 24) 

911— rate's aaaapa— had a aa— lag with tte F9A ate hpaniaiij 
Agaot te die— tte pr epared transact 1— lavolvlaf, la aaaaa— , a 
real aetata for prafarrod stock —change. 911— rate notified tte 
Supervisory Agent — October 14, 19M ttet tte traaaactl— had teas 
co— t ed. Za latt are to tte P9A dated Oct— ar 23, 19M, 

Pacaabar 29, 19M, ate April 4, 1999, Chairman VI— aatllaad 

additional traaaarrtlo— la— lving tte —change of preferred stack for 
r— 1 aetata. There d— la —lied for $19 ail 11— , $14 allli—, 

$4.9 allli— la prafarrod stock to te issued to Bill Valters, Fa— eth 
Good, and a group compr ised of Villi— Klein, Bruce ftlehards— , ate 
Villi— Cal Hr, r aspe c t 1— ly, la arc hangs for tte purchaee of — rtaia 
roa 1 aetata holding* (land). Tte laeuaa— of this prafarrod stock 
ear— d to substantially lncrasea 911— rado'r regulatory capital fr- 
its prior lo— 1 of approx iaataly $19.9 allli—. 911— rate oabalttod 
tte unter lying appeal— la for t hes e transactions for —view by tte 
District Appraiser. (9— Exhibits 25, 29, 27, ate 29) 


Tte teport as of A u gust 20, IBM, oo— ring a special — Lnatl— of 
911— rate rn — a no a rt to review —jar now loans that tte lnatltutl— had 
originated, was . transmitted to tte Supervisory Ag— t. Tte teport noted 
that 911— rate had originated S3 loans In ax— as of $1 allli— la tte 
12 a— t h e stead July 31, 1994, totaling $373 allli—. Tte exaalnera 

reported that la addition to tho traditional risks In rapid growth, 
911— rate's new loans wars concentrated In coaae rclal real aetata and 
construction projects. Tte teport outllnsd tte following concerns! 
(1) QAA7 net worth w— only 0.6 paresnt of total assets at July 31, 
19M, aoa tly due to tte deferral of $9.1 allli— in loan rn— It— at 
fa— under QAAF which had bea n recognised under AAF; (2) tte ra ear— 
for loan los— a of $107 thousand was inadequate considering 

911— redo* a note of oparatl— and the probability of Indicated losses 
fr— appraisal reports In process; and (3) certain new loans hsd 
underwriting weaknesses, relating primarily to deficient appraisals 
and feasibility. Tte teport stated manages on t'e lndicat 1— that tte 
provision for lo— loaa— would be increased — additional 

$200 thousand par aoath for — Indefinite period. Tte ax— Inara 
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01/24/6S 


02/07/8* 


03/28/8S 


04/01/85 


assigned Silverado a comprehensive rating of a 3C.* The Supervisory 
Agent transmitted the Report to the board with a letter dated 
December 31, 1984, which stated that a letter eoementing on the Report 
would follow in due course. Supervisory files do not indicate that a 
follow-up letter was sent. (See Exhibit 29) 

Silverado presented a business plan for 198* in a meeting with the 
Supervisory Agent. This plan called for liability growth of 57 
percent in 1985 to fund large amounts of purchased commercial real 
estate and construction loans. Deposit growth would be aided by 
establishing a money desk. Silverado withdrew this plan on April 26, 
1985, stating that revisions were necessary due to an internal 
analysis of current and projected economic conditions. Silverado's 
liabilities had increased at an annual rate of 138 percent during the 
first quarter of 1985, apparently in an attempt to grow before 
regulations restricting growth were formally implemented by the PHLBS 
that year. (See Exhibit 30) 

The Report as of January 7, 198S, Issued mo a supplement to the Report 
as of August 20, 1984, was transmitted to the Supervisory Agent. The 
Report snmmorlsod the results of the i n dependent appraisals obtained 
as a result of the examiners ' recommendations in conjunction with the 
prior examination. The Report Indicated losses totaling $6.1 million 
on two projects as a result of the independent appraisals. ''The 
examiners concluded that although Silverado had restructured the leans 
on the projects and no loss was evident in accordance with OAAP’as 
promulgated under FAS-15, valuation allowances should be recorded to 
eliminate the overvaluations and reduce regulatory capital. The 
examiners assigned a composite MACRO rating of "4” to Silverado with 
this Report. The Supervisory Agent transmitted the Report to the 
board on October 2, 1985, stating that a letter commenting on the 
Report would follow in due course. (See Ixhlblt 31) 

The PSA received a letter from Silverado Chairman Mike Wise addressing 
the institution's disproportionate growth during the first two months 
of 1985 as compared to the business plan presented to the FMLB on 
January 24, 1985. Mr. Wise noted that Silverado had purchased 
approximately $185 million in oommeroial real estate loans from Bell 
Savings and Loan Association, and had acquired $100 million in 8MMA 
certificates. (See Ixhlblt 32) 

The Supervisory Agent submitted copies of the d oc um en tation provided 
by Silverado regarding the real estate for preferred stock exchanges 
to the 7MLB8 # s Office of General Counsel (OOC) in April 1985, 
requesting a review of the legality of these transactions. Zn letters 
dated April 9, 1985 and April 24, 1985, Special Counsel Barry Quillan 
advised that legal objections to the transactions did not appea r 
evident, other than the arguable requirement for prior approval of the 
PSLZC, and that the transactions should be considered primarily from a 
supervisory perspective. (See Exhibits 33 and 34) 


7 



376 


04/10/49 


04/10/9S 


09/03/S9 


09/24/99 


The District Appraiser * s review of the appraisals mpfortiag the reel 
Mttta for pro for rod stock transactions woo siMirind is s noortaSs 
to tho Assistant Director of ixasOnations. Tbs District Appraiser 
concluded that the fair earkst values reported by the appraisers were 
acceptable with certain limitations, stating that none of the 
appraisals included the Information required by PHLM Memorandum 9 39 
regarding developability. (fee Inhibit 35) 

Silverado filed as application to include a total of $4.9 million is 
subordinated debt issued to four senior officers (Michael Wise, Hobart 
Lewis, Richard Vandapool, and Russel Murray) on nsrsnlisr 20, 1994 as 
regulatory capital. The purported purpose for this issuance wee to 
provide a long-term Incentive for key employees. Although the 
application indicated that th ese of floors had purchased the debt, a 
subsequent anamination r eveale d that the debt had been issued in lieu 
of additional salary and a cco un t ed for as prepaid compensation 
enpenee. (See Inhibit 34) 


Silverado informed the Supervisory Age nt of developing problems with 
its $59 million investment in IPXC securities held and in 
participation loans with loverly Rills Savings and Loan Association 
and loll Savings and Loan Association (Bell Savings), both located in 
California, and having severe financial difficulties. Xn Ja 
1994, Silverado informed the Supervisory Agent of its 
loans with Craig Mall-related entities 

participations from Ms s t w ood Savings and Loan Association, 
Angeles, California. (See Inhibits 37, 39, and 39) 



Silv 


Xn a masting with tbs S up e r viso r y Agent, 
to the Report as sf August 30, 1994 and presented 
plan for 1999, ooveriag tbs period from March 31, 1999 to rinslrnr 31, 
1999, as part of its application for approval of growth for the year 
in excess of 29 percent. The revised plan reflected additional 
preferred stock issuances of $9.9 million and an annualised growth 
rate of lees than 29 percent for the rsmslnrlsr of 1999 and for 1994. 
The PSA approved this business (growth) plan on July 9, 1999, on tbs 
conditions that (1) Silverado maintain a regulatory oapltal to total 
liabilities ratio of 9 peroeat at the end of each quarter in 1999# (2) 
that Silverado provide prior notice before any substantial investments 
in its service corporation (particularly those connected with 
etoeh transact lone) ; and (3) that Silverado submit loan 
riting standards acceptable to the PSA. Due to problems with 
its WXC investment, Silverado notified the PSA on October 23, 1999 

that additional equity securities would not be Issued at that time, 
policies were submitted and reviewed, and r evised policies were 
in ninUr 1999 and January 1994. The Supervisory Agent 
notified Silverado on February 10, 1994 that its lean policies for 

major loans were acceptable. (See Inhibits 40, 41, 94, and 99) 


The PSA granted app r oval to Silve r ado # s $4.9 million subordinated debt 
application, with the condition that Silverado provide the Supervisory 
Agent with loan underwriting standards for all permissible types of 
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loading. Loon policies wers submitted and rtrlm i d, with Silverado 
rtqoMtid to revise certain or nos of tho policiss by Soptoobor 30, 
19«S. (Im Inhibits 42, 43, 44, 45, snd 46) 

10/09/85 Silverado provided « rssponso to tho lloport so of Jsnuory 7, 1985, 
ototing thot sinoo tho procoodo froa soloo of units in ooo project snd 
tbo oslo of tbo othor projoet to s third psrty would exoood tho 
institution's invostoont in tho losno it did not spposr sppropristo to 
record tho indiestod loooos. Silverado nsintsinod thst it hod 
properly sccountod for thoso two losno undor FAS- 15, snd thst its 
recorded invostoont in tho losno ohould not bo rodueod. Tho 
Supervisory Agent foroslly sddroosod this import in conjunction with 
hie letter trsnoaitting s oubooquont lloport (so of July 22, 1985) to 
tho bosrd. (See Exhibit 47) 

10/28/85 Tho m received s letter froa Silvorsdo Chsirasn Mike Wise sddrosoing 
tho institution's finsncisl porforosnee through « opt saber 30, 1985, 

sgsinot its 1985 business plen. According to tho letter, Silvorsdo hsd 
esmed wore thsn projected through tho solos of sssots, credit looses 
were higher thsn projected, snd tho only signiflcsnt vsrisneo on tho 
bslsnco shoot wss thst preferred stock wsa $8.5 oil lion lower 
originslly plsnnod. Mr. Wise noted thst regulstory not worth would 
equsl 4.6 percent of totsl lisbilltieo ss of Donsahor 31, 1985 due to 
s delsy in issuing preferred etoek, snd thst Sllversdo expects* to 
e x c ee d 5 percent not worth to totsl lisbilltieo in 1986. (See Bxhlblt 
48) t 

11/13/85 The hop or t ss of July 22, 1985, nr—anniit to review eubetsndsrd 

sssots, wee ooapleted snd s e nt to the Supervisory Agent on 

Mo veabe r 13, 1985. The import noted thst the lsrge Increase in 
regulstory eepltsl snd strong deposit growth since the loot 

exsoinstlon hsd ensbled Silvorsdo to continue its aggressive lending 
progrsn in rn—r clsl reel estate, thst sooe spprsissl deficiencies 
continued, snd thst Sllversdo hsd s concent r st ion of high-risk losno 
thst equaled 66 percent of totsl sssots. The exeniners si so reported 
thst eubetsndsrd assets exceeded 22 percent of totsl assets, thst net 
indicated looses were 510.6 nil lion (16.5 p er c en t of regulstory 
capital), snd thst Silverado hsd under reported its scheduled ltens on 
its TVUs. Tho import indicated thst Silverado hsd obtained an 
insurance policy to cover loan losses (osxiaua 105 percent of 
preoiuae) . The exeniners assigned s canposite MACHO rating of "4" to 
Silverado duo to asset quality. On Soptoobor 24, 1985, Sllversdo sent 
the Supervisory Agent s 73-page letter addressing the preliminary 
examination findings snd discussing Silverado's growth snd level of 
r o^latory capital. Silverado detailed its disagreement with many of 
tho examiners * classifications snd nsintsinod thst excess regulstory 
capital would cover losses froa substandard sssots. Sllversdo 
acknowledged its concentration in commercial real estate snd 
development loans, stating thst the higher level of credit risk was 
offset by a lower level of interest-rate risk in those loans. Lastly, 
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01/03/86 


01/06/86 

01/09/86 

01/21/86 


Silverado noted that it had co— ittid itself to a slower growth rate 
then projected in January 1985. The Super* ieory Agent traneeitted the 
Report to the board on November 29, 1989, stating that a letter to 
cossMnt on the Report would follow in due course. (See Exhibits 49 
and 50) 

The Supervisory Agent held a easting with the top management of 
Silverado to discuss Silverado's financial condition, operations, and 
1986 business plan. Silverado nanageeent was asked specific questions 
about the institution's cooperative performance against the approved 
business plan in 1985, its policy for sstabllshlng loan loss reserves, 
its exposure to interest-rate risk, the basis for the short-tarn 
Incentive prograa for senior executives, and the then current status 
of the real estate acquired in exchange for preferred stock. 
Management indicated its intention to slow down ths rate of growth in 
high (credit) risk assets. Ths business plan presented at the seat lag 
noted Silverado's intention to restrict loan concentrations, outlined 
annualised growth of approximately 22 percent through 1990, and 
projected a regulatory capital to total liabilities ratio of 6 
percent. In a letter dated January 17, 1986, Silverado responded to 
the questions asked at the January 3, 1986 meeting. Silverado stated 
that it met all business plan objectives for 1985 except concluding 
the year with a ratio of regulatory capital to total liabilities of 5 
percent (it actually ended with 4.7 percent). Silverado ainij^sm 
further indicated! (1) that loan loss allowances were based eft a 
color-coded classification system and that Silverado had 811 million 
in GAAP loan loos reserves in excess of Indicated losses i (2) 
Silverado's assets and liabilities were over 84 percent matched! (3) 
the short-term incentive prograa had been updated b a sed on a Wyatt 
Company study and was based on achieving a target net iaoomsi and (4) 
Silverado still held most of ths land acquired in exchange for 
preferred stock. (See Exhibits 51, 52, and 53) 

The Supervisory Analyst requested Silverado to submit a quarterly 
report on brokered deposits. (See Exhibit 54) 

Silverado submitted its Major Real Estate Lending Policy to the 
Supervisory Agent. The Supervisory Agent noted the policy was a 
significant i mpr oveme nt over the previous policy and requested oertaln 
revisions to the policy on January 22, 1986, which Silverado 
s u bseq u e n tly submitted. The Supervisory Analyst notified Silverado on 
Feb ruar y 10, 1986, that ths revisions appeared to be satisfactory. 
(See Exhibits 55, 56, 57, and 58) 

Silverado requested supervisory approval to enter into a 8155 million 
loan transaction with Bell Savings that would serve to work out 15 
problem participation loans that Silverado had purchased from Bell 
Savings with recourse. The Supervisory Agent notified Silverado in a 
letter dated June 24, 1986, that no supervisory objection was taken to 
the proposed restructuring of the Bell Savings' loans. (See Exhibits 
59 and 60) 
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02/20/04 

02/24/04 

02/27/04 

04/07/04 

OS/02/04 

09/00/04 

04/03/04 


Ttm Supervisory Agent's letter eddreesed the Reports as of January 7, 
1900 and July 22, 1900. The huperrlsory Agent requested that 
Silverado provide Supervision with a quarterly assessment of its loan 
underwriting and monitoring system, directed Silverado to immediately 
recognise substandard assets and establish specific reserves where 
applicable, requested more detailed rationale for the short-term 
incentive program, and directed Silverado to implement procedures to 
accurately report scheduled items and delinquent loans. iThe 
Supervisory Agent also directed Silverado to meet a minimum regulatory 
capital to total liabilities ratio of 0 percent by June 30, 1994, 
stating that if this ratio could not be met, Silverado must shrink to 
the level of liabilities consistent with a growth rate of lees than 29 
percent. (See Inhibit 41) 

The PSA received a letter from Silverado's outside legal counsel 
enclosing a letter from the FILM approving the pr opo s ed form of a 
security for preferred stock. (See Inhibit 42) 

Chairman Wise notified the PSA that the pr oposed form of a security 
for preferred stock had received PKLBS approval. Nr. Nine noted that 
Silverado planned to issue $20 million in preferred stock, and stated 
he enpected a majority of that to be privately placed by June 30, 
1904. (See Inhibit 43) 

Silverado's response to the supervisory letter addressing the Imports 
as of January 7, 1909 and July 22, 1909 was received. The respohse 
stated that additional measures, including improved staffing, had been 
impls msn ted to improve loan underwriting and monitoring, that periodic 
assessments of underwriting and monitoring would be provided as 
requested, that if preferred stock could not be sold then assets would 
be redu ce d in order to meet a 9 percent regulatory capital to total 
liabilities ratio, and that Silverado's internal classification system 
would be changed to conform to the FILM'S newly implemented 
regulations on asset classification. Silverado also indicated that 
reporting procedures had been improved to cure noted deficiencies and 
provided additional justification for the short-term incentive progrsm 
for senior executives. (See Inhibit 44) 

In order to facilitate additional monitoring of Silverado's 
operations, the Supervisory Agent requested the institution to submit 
the FILS of Topeka Nonthly Financial Import. (See Inhibit 49) 

Silve ra do provided the quarterly assessment of its loan underwriting 
and monitoring ay atoms requested in the Supervisory Agent's letter 
dated February 20, 1904. (See Inhibit 44) 

Zn a meeting with the S u p er visory Agent, the senior msnsgsmsnt of 
Silverado p r ese nt ed a r ev i sed business plan for 19S4 due to an 
increase of $41 million in loan loss allowances as of nscsmhsr 31, 
1909 on a OAAF basis as required by their independent accountants, 
Irnst 4 tfhinney, in connection with the 1909 audit. The revised plan 
included the Issuance of $120 million in subordinated debt qualifying 
as regulatory capital. This Increased level of regulatory capital was 
projected to support an increase in assets up to $2 billion by the end 
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08/27/88 


08/30/88 


07/19/M 


08/04/99 


of 1998 (an annualised growth rat* of 39 p er c ent for tho loot 3 
quortoro of tho yoor). Tho MA expressed co n cer n la tho meeting over 
tho projoetod porcontogo of subordinated debt oo port of regulatory 
capital. Silverado roapondod in a lottor datod Juno 8, 1998 that 
r or low of logal counaol found no roatr let loos on aubordinatod dobt 
froo a porcontogo porapoctivo. Silverado submitted two applications to 
issue and include 9100 ail lion and $20 ail lion, respectively, in 
subordinated dobt as regulatory capital. Tho $20 ail lion in 
subordinated dobt was to bo issued in a private placement and tho 
$100 ail lion in subordinated debt through a public offering, (dee 
Inhibits 87, 89, and 89) 

The FILII approved the fornatioe of a unitary holding osnpeay, 8FC, 
through an swept reorganisation whore tho shareholders of dilverado 
stock would exchange this stock for e^lvelent stock in 8VC. The 
except reorganisation was coepleted on Juno 90, 1998. (dee Inhibit 

70) 

dilverado filed a formal growth plan appli c a t ion which outlined the 
growth reflected in the revised business plan present sd on June 3, 
1988. Additional information was requested by the Supervisory Analyst 
on July 9, 1998, and on July 23, 1998, which was received on Auguet 8, 
1988. This growth plan was supplanted by the submission of a revised 
growth plan to the VSA in a meet ing on Auguet 4, 1998. (dee Buhiblts 
71, 72, 73, and 74) 

r 

Silverado's subordinated debt applications for $100 million and 
$20 million were withdrawn and replaced with two new applications for 
$14 million and $98 million in subordinated debt. The 914 million in 
subordinated debt was issued to an affiliate of IBC holdings, Zac., 
through a private placement on June 30, 1988. The application for 
this subordinated debt, and a letter from Silverado dated July 9, 
1988, stated that the pro c eeds of the debt iseuanoe would be invested 
in high quality single-family residential mortgage loans in order to 
build Interest margin and reduce credit risk. The ISA approved the 
inclusion of this subordinated debt as regulatory capital provided 
that SFC execute a net worth maintenance agreement and agree to limit 
dividends to 50 percent of the cumulative net income of dilverado 
(from the date the holding oompany was formed). SVC provided these 
executed agreements to the Supervisory Agen t in Auguet 1998. (See 
Inhibits 79, 78, 77, and 7S) 

Silverado mat with the VSA and supervisory staff to present a revised 
b us in ess plan which also served as a r ev i sed growth plan application. 
The revised growth plan reflected the issuance of $70 million in 
subordinated debt in 1988 instead of $120 million. The plan called for 
liability growth exceeding 50 percent in the 12 month period ending 
June 30, 1987. The VSA notified Silverado on Auguet 13, 1998, that the 
growth plan application was considered to be complete and that a 
decision sou Id be forthcoming within 30 days. Silverado withdrew the 
proposed growth plan on fsptsmbsr 2, 1998 after it beeane apparent 
that the plan would not receive regulatory approval. (See Exhibits 
79, 80, and 81) 
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08/28/86 Silverado notified the PSA that the aervieea of Krnat £ Whinney as 
Silverado' a independent accountanta were being terminated. Silverado 
cited the following reasons for this action i (1) Ernst & Whinney had 
been the independent accountant for Silverado for nine year a f and a 
change to a different "Big Eight" accounting firm would enhance the 
appearance of impartiality and independence; and (2) Ernst ft Whinney 
had charged excessive fees for the 19SS audit and the board 
determined that coat containment or reductions in this area should be 
attempted. In the letter. Chairman Wise represented that, in the past 
24 months, there had not b ee n any unresolved issues, scope 

restrictions, unanswered questions, or any disagreements with Brast ft 
Whinney on any matter of accounting principles, practices, financial 
statement disclosures, or auditing procedures, which disagreements if 
not resolved to the satisfaction of Ernst ft Whinney would have caused 
Ernst ft Whinney to make reference in connection with their opinion. 
(Bee Exhibit 82) 

08/ 31/ ft ft The $5ft million subordinated debt application was withdrawn on 
August 31, 19ftft when additional information requested by the 
Supervisory Agent on August 1, 1986 was not received. The additional 
information was not submitted because it was evident that the 
application would be denied. (See Exhibit 83) 

09/11/86 Ernst ft whinney forwarded to the PftA a oopy of its letter dated 
Septe m ber ft, 1986 responding to Silverado's letter dated August IS, 
1986, regarding Silverado's p r opose d change in 1 ndependhnt 
accountants. Ernst ft Whinney stated in this letter that there were 
several disagreements between Ernst 6 Whinney and Silverado with 
respe c t to accounting and auditing matters during the course of the 
198 S audit, although these issues had been resolved, as indicated by 
the Issuance of a clean opinion on the 1985 audited financial 
statements. Ernst ft Whinney noted two principal disagreements, the 
adequacy of Silverado's allowance for loan loesee and the auditing and 
reporting of transactions be t we en Silverado and various related 
parties, primarily major owners of Silverado's preferred stock. Ernst 
6 Whinney outlined discussions which had occurred on the following 
topics as related to loan losses i (1) the application of FAS-lSy (2) 
application of the provisions of the AICFA Audit Quids for Savings and 
loans related to troubled debt and net realisable value calculations; 
(3) whether certain of Silverado's loans should be considered (in 
substance) as Investments in real estats; and (4) estimated loss 
amounts as detailed in VELBB examination reports. (See Exhibit 84) 

09/11/86 Senior management of Silverado met with the Supervisory Agent to 
p r ov i de information relating to a pooling of Silverado's major loans. 
The adequacy of Silverado's loan loss allowances on a EAP basis was 
also discussed. Silverado explained it was pooling a major portion of 
its loan portfolio for purpoaes of selling participations in the 
portfolio and creating a mortgage-backed security. Assets in the 
pool, totaling $865 million, consisted of all commercial real estate 
and construction loans in portfolio on August 31, 1986, Silverado's 

inves tm e n t in EPIC securities, wraparound single-family mortgages, and 
loans receivable to subsidiaries secured by real estate holdings 
(primarily land). Silverado projected adding another S200 million in 
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whole single-family loans which eould bs acquired by Dsrenhar 31, 
1**4 . A MS million junior participating internet in tbs pool was 
sold by Silverado to Silverado Investment Company (SIC), a 
wholly-owned subsidiary of Silverado, on August 31, IMS. This junior 
interest was subordinate to Silverado's interest in tbs pool as to 
principal and interest payments. The junior interest was to receive 
interest at the prims rate if cash flows from the pool were 
sufficient. Silverado maintained that the credit risk in its 
portfolio would be isolated to SZC through this pooling and the sale 
of the junior interest. Silverado stated that only the junior 
Interest should be treated as a scheduled item, as this participating 
interest had all the risk of loss. Silverado envisioned selling a 
senior interest in the pool of some $200 million to Drexel Burnham or 
a n ot h er investor. On the issue of RAP reserves for loan losses, 
Silverado represented that it had $10 million in such reserves on 
July 31, 19S6, with an unallocated cushion of $580,000. In response 

to supervisory questions, Silverado stated that additional information 
would be submitted on the Loan Pool, including accounting and legal 
opinions. (See Bxhiblt 85) 

09/12/86 Silverado sent a letter to the Director ot Examinations stating that 
discussions concerning the matters outlined in Smst S Whinney 's 
letter dated December S, 19SS, had taken plaoe, but that Silverado had 
resolved any disagreements and that the discussions did not result la 
any change in Silverado's method of accounting from previous years. 
(See Bxhiblt S6) 1 

09/16/86 The Director of examinations advised Silverado that he had concluded a 
discussion with Ernst 6 Whinney over the points c ove r ed in their 
September S, 19M letter, stating Srnst 6 Whinney had reported that 
Silverado Increased loan loss allowances by approximately $32 million 
as a result of the audit, that their identified exceptions on 
classifying ADC loans as investments were not considered material, 
that Silverado did change its accounting practice relating to premiums 
paid for loan loos insurance coverage, and that Silverado had 
established the losses identified in PHLBB examination reports. Based 
on Erast 6 Whinney *o responses, the Director of Examinations stated 
Silverado had met the requirements for changing auditors and requested 
a co py of the engagement letter with the new Indep en dent accountants. 
Coopers and Lybrand (Coopers). (See Exhibit 87) 

09/30/86 Tbs Supervisory Analyst sent a memorandum to the Director of Agency 
Functions regarding Silverado's loan loos reserves. Bsviev of the 
Depo rt as of July 22, 198S and Silverado's asset classification 
reports indicated that Silverado had not established specific reserves 
for losses on a number of major loans as identified in the Deport, and 
that Silverado had upgraded several major loans from a substandard 
classification. The Supervisory Analyst stated that Silverado might 
not be properly applying the provisions of FAS-15 as it related to 
in-substance transfers of assets, and that, regardless of the 
propriety of accounting for loan losses on a OAAF basis under 
... -provisions- of FAS-1S, significant losses on a regulatory basis were 
evident which should be recognised. M. Christian Mitchell, Accounting 
Fellow with the Office of Examinations and Supervision (0BS), a gr eed 
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with this position, per converter ions with the Supervisory Analyst. 
The Supervisory Analyst also noted that Brest S tfhinney appeared to be 
inaccurate in their report to the Director of Examinations that 
Silverado had established allowances for losses identified in 
examination reports. (See Inhibit SS) 

10/20/84 Silverado provided accounting and legal opinions relating to the Loan 
Fool with a letter to the Director of Agency Functions. Zn an 
accounting opinion dated October 6, 1986, Coopers opined that the 
proposed accounting treatments of removing the sales of participation 
interests in the Loan Fool from the balance sheet (as opposed to being 
treated as a borrowing), considering junior participation Interests 
sold to third parties as additional loan loss rese r ves, and recording 
cash flows from the Loan Fool in excess of a prims rate of return as 
servicing fees to Silverado, were in accordance with OAAF. The legal 
opinion, dated October 9, 19S6 (from Sherman and Howard), stated the 
belief that Silverado had created a security from its senior interest 
in the Loan Fool which should be viewed as a whole for purposes of 
determining scheduled items treatment, as oppo s ed to analysing and 
classifying individual pooled assets. (See Exhibits 69, 90, 91, and 
92) 

10/23/66 The FSA received a letter from Chairman Wise outlining changes to the 
business plan presented in a meeting on August 4, 1966. The loiter 
noted that Silverado would not be Issuing an additional SS6 million' in 
subordinated debt in the fourth quarter of 1966, that Silverado fans 
considering raising capital levels through the sale of nnnnnn stock in 
its holding company, that Silverado was decreasing the institution's 
credit risk through its Loan Fool and sales of junior lntsreets 
therein, that the revised plan called for a slower rate of asset 
growth, and that Silverado was going to increase its interest margin 
through Increased investments in the residential loan area. (See 
Exhibit 93) 

11/06/66 The Supervisory Analyst requested extensive amounts of additional 
information regarding the Loan Fool, including Loan Fool 
documentation, aooounting information, finanoial reporting impacts of 
the Loan Fool, and reconciliations of EAF and OAAF loan loos reserves. 
Silverado submitted this requested additional information on 
December 16, 1966 and requested a meeting with the Supervisory Agent 

to further discuss its Loan Fool, scheduled January 14, 1967. (See 
Exhibits 94 and 96) 

11/06/66 The Supervisory Analyst requested Silverado to submit its internal 
ass e t classification report as of September 3, 1966, and to provide 
detailed information on 9102 million in land and n o nre s ident ial loans 
clo s ed during September 1966 (as indicated on the quarterly TFR) • This 
information was received from Silverado on Snvsmbar 20, 1966. Za a 

memorandum to the Supervisory Agent dated November 25, 1966, the 

Supervisory Analyst noted that the information disclosed was cause for 
supervisory concern over the types of loans being extended, the 
continued concentration of credits in land and commercial real estate, 
and the apparent postponement of loss recognition to enable the 
institution to continue making large loans of this type. The 
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Supervisory Analyst also notsd that bs had discusssd this Information 
with ths Sxaminsr- in-Charge (SIC) of the examination scheduled to 
commence at Silverado on November 24, 1986, suggesting that the 

examiners closely review the underwriting for these newly-originated 
loans. Additionally, the memorandum Indicated that the Supervisory 
Analyst had discussed with the SIC Silverado's use of PAS-15 to 
account for losses on troubled debt. Indicated losses from ths 
previous examination which Silverado may not have recognised, and ths 
pooling of Silverado's loan portfolio. (See Exhibits 96, 97, and 98) 

11/14/66 The Supervisory Agent notified Silverado that the use of PAS- 15 la 
accounting for troubled debt restructurings did not preclude the 
recognition of Indicated or appraised losses for RAP purposes, and 
summarized the position in PHLSB Memorandum SP-57a that the 
establishment of loan loss reserves should be made in accordance with 
GAAP as promulgated under PAS-5, Accounting for Contingencies. Ths 
Supervisory Agent directed Silverado to recognize Indicated or 
appraised losses for restructured loans, noting that supervisory 
review of the Report as of July 22, 19S5 and Silverado's 

classification reports indicated that such loss recognition would 
exceed $10 million and cause RAP loan loss reserves to more cloeely 
approximate those established for OAAP purposes. The Supervisory 
Agent requested that. In addition to listing the specific res saves 
established la response to his letter and reconciling established 
specific reserves to Indicated looses in the Report as of July 22, 
19SS, Silverado submit a list of restructured loans acoounted feor 
under the provisions of PAS-15, detailing and evaluating 

classifications of these loans, and outlining credit weaknesses. (See 
Exhibit 99) 

12/01/86 A comprehensive examination of Silverado was commenced. (See Exhibit 
100 ) 

12/16/86 Silverado submitted the Information requested on troubled debt 
restructurings requested by the Supervisory Agent on Mnvamhar 14, 
1986. In the letter transmitting this material. Chairman Wise stated 
that since the previous examination in 1985, Silverado had established 
additional RAP reserves, recovered losses through the loan loss 
insurance policy, and restructured many of the loans. Mr. Wise 
maintained that any losses In the loans would be absorbed by junior 
participation interests in the Loan Pool which Silverado was currently 
selling and that Silverado expected to sell betwee n $15 million and 
$25 million of these Interests by the end of 1986. (See Exhibit 101) 

01/14/87 The Supervisory Agent met with Silverado regarding the Loan Pool. The 
Supervisory Agent discussed supervisory c on c er ns over the Loan Pool 
relating to accounting and financial reporting Issues and to 

application of regulations pertaining to asset classification and 
scheduled Items. The Supervisory Agent took the position that a ss e t 
classification would flow through to individual assets In the Loan 
Pool. Chief financial Officer Robert Lewis said that an accounting 
opinion could be provided to resolve supervisory concerns on 

accounting issues. Mr. Lewis also stated, in resp on di n g to a 
question, that the sale of stock during December 1986 did not 
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necessitate the tiling of a change of control. Silverado Also 
presented a five year business plan at this —ting. Thia plan 
reflected that Silverado would report $15 million in net incoma for 
1987, and would and 1987 with approximately $2.5 billion in aaaeta and 
1988 with approximately $3.5 billion in aaaeta. Silverado waa told 
that it would need to file a formal growth application prior to 
u n de r taking any annualised growth in exeeea of 28 percent in 1987. 
(See Ixhlbite 102 and 103) 

01/20/87 After review of the material eubmltted by Silverado on nonamhar 16, 
1986, aa well aa previous examination reports, the Supervisory Analyst 
sent a memorandum to the Supervisory Agent noting* that four loans 
appeared to have unrecognised Indicated losses per the Report aa of 
July 22, 1985, but that the information contained in the examination 

reports was old and stale and that the loans appeared to have been 
significantly restructured within the past year. Aa a comprehensive 
examlnatioe of Silverado had commenced oe December 1, 1986, in which 
theee loans would receive a current, more accurate review, the 
Supervisory Analyst suggested that the Im po r t as of July 22, 1985 be 
cloeed and that the classifications identified in the pending report 
be used to determine that all indicated loeeee were recognised. The 
Supervisory Agent concurred with thia recommendation. (See Exhibit 
104) 

01/27/87 The 8ZC filed two Interim Reports which outlined the following matters 
which could bo commented upon in the final Report or which were 1 of 
supervisory interests (1) the volume of forward commitments had 
exceeded regulatory limitations in 1986, although Silverado was now in 
compliance; (2) at least four seriously deficient appraisals had been 
noted, three of which were appraisals for properties involving 
transactions b et w e en Silverado and Bill Walters; (3) excessive 
compensation to executive officers; (4) transactions with insiders, 
including Bill Walters, Kenneth Good, and MDC; (5) holding co mpa ny 
loans to Chairman Wise and principal owner w. James Nets; (6) 
composition of regulatory capital; (7) lack of appraisals for eeevloo 
corporation i nvestm e n ts; (8) asset quality; and (9) misrepresentations 
on subo r di n a t ed debt applications, (dee Bshlblts 108, 106, and 107) 

01/29/87 Zn a follow-up letter, the Supervisory Agent oenfirmod to Silverado 
the re q ue s t for aa opinion from the institution's I nd epe n de nt 
l o ose st a nt s on five specific accounting lessee regarding the Loan 
Bool. The Supervisory Agent noted in this letter that other 
regulatory considerations resmined under review, and that 
clarification of theee issues would be obtained from the FBLBB'e 
Office of Regulatory Policy, Oversight, and Supervision (0RV08). 
Silverado submitted the requested accounting opinion to the 
Supervisory Agent on March 6, 1987. Chief Financial Officer Lewis 
noted is his transmittal letter that the Lean Fool was not technically 
a mortgage-bached security and that Silverado would amend its TFRs to 
reflect this change in accounting, (dee Bxhiblte 108, 109, and 110) 
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02/02/67 U— d on conversations with the BZC cooetrniaQ tho Interim teport 
dated January 27, 1919, tha Supervisory Agent itnt a — nrwitia to tte 
Dirtetor of Agency Punctiona which out 1 load supervisory laauaa and 
poaaibia violations of regulations idantif lad froa tha ongoing 
a* an 1 n ation of Silverado. (Saa Exhibit 111) 

02/04/E7 Tha Supervisory Analyst and Assistant Diraotor of Bxa ninations aaat a 
m e m orandum to tha EZC raquasting docuaantat ion on tha transactions and 
othar aattsrs datailad in tha Xntaria Report datad January 27, 1919. 
Tha Supervisory Analyst and Assistant Director of Examinations visited 
tha BZC at tha examinations field office in Denver, Colorado on 
February 9, 19S7, to accumulate and begin review of tha requested 
documentation. (See Exhibit 112) 

02/06/67 The Supervisory Agent sent two memorandums to ORPOi reque s ting review 
and clarification of the applicability of existing regulations to the 
Loan Fool. One memo r andum was sent to Mr. Mitchell, Ac co un t ing Fellow 
with ORFOS, outlining Silverado's accounting for the Loan Fool, 
identifying five specific accounting Issues, and requesting ORFOS' 
position as to tha appropriate accounting for the Loan Fool. Another 
memorandum was sent to Joseph Arandas, an Assistant Director for 
Regional Operations (AD AO) at ORFOS, describing the Loan Pool, 
outlining Silverado's position regarding the applicability of the 
regulations pertaining to asset classification and scheduled items to 
the Loan Fool, setting forth the position the Supervisory Agent had 
taken, and requesting clarification of the applicability of the asset 
classification regulation to the Loan Fool. (See Exhibits 113 and 
114) 

02/12/S7 The Director of Agency Functions met with the Director of 

Examinations, Supervisory Agent, Assistant Director of Examinations, 
Supervisory Analyst, and Agency Functions' Legal Counsel to dleeuss 
the reported problems at Silverado arising from the exsmination 
commenced on December 1, 1986, and the available documentation 
supporting supervisory concerns. There was general agreement that an 
Order to cease and Desist was the appropriate supervisory response to 
the identified problem activities. Agency Functions' Legal Counsel 
contacted and worked with OB in preparing a draft of the p r o p osed 
Order to Cease and Desist. ORFOS was also advised of the problems 
identified during the course of the examination commenced December 1, 
1986 and the proposed course of supervisory action. (See Exhibits 11S 
and 116) 

02/20/67 Za a memorandum to the Supervisory Agent and Supervisory Analyst, the 
Director of Ag e nc y Functions noted that he had talked to a Deputy 
Director In 08 on February 11, 1967, briefed him on certain activities 
at Silverado, and faxed him copies of the Supervisory Agent's 
memorandum dated February 2, 1967, and the Interim Repo r t dated 
January 27, 1967. The Director of Agency Functions also noted that he 
received a call from OR on February 12, 1987 informing him of the name 
of the Deputy Director assigned to the case. (See Exhibit 117) 
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S3/03/S? X> a manor aedsn (aai a sepplsn—ital 4 t u 4 Hurt ft, 1N7) to 

the IlmUff of AfMcy runctitM, tit Itytgvlttcy IfMt ftorUtd t 
detailed Mootry of tho Nftrviitry I s s u e s , tfftrttt rtftlitocy 

violations, and supporting documentation identified frtt the ongoing 
——loot loo of Silverado. Primary Ihum identified in tit Inttrit 
Report eooeorood eelf-f unding of capital tymtctlfi, prepaid 
proforrod stock dividends, and oaloo of junior participations, 
oit loading past applications fro* SI Ivor ado on subordinated dsbt, and 
ex c essive o snpssss t loo and loans on proforontlal tost to snscutlvs 
of floors. (See Inhibits 111 and lit) 

03/03/1? Tbs assistant Dlrsstor for Regional Operations, oapOS, soot a 
of nrit d ns to tbs Cblsf of Staff to tbs Chairman of tbs mn, tbs 
Director of PSLIC, tbs Director of tbs Office of Bnforeanant, and tbs 
Director of tbs Security and Corporate Division, OSC, attack log tbs 
BXC's Intar in beport dated January 27, 1M7. Tbs assistant Director 
for Regional Operations noted that tbs Supervisory Spent use 
with the Office of Bnforeenent to pursue an Order to Cease and Desist, 
and stated his belief that tbs planned supervisory action was 
appropriate. (See Inhibit 120) 

03/10/S7 a supervisory nesting with the board was held. Representatives of 01 
and OIPOS were prese nt at the nesting. In addition to supervisory 
personnel, as was legal counsel for Silverado. Issues were presented 
and discussed In detail, with Silverado responding that the use r of 
loan proceeds to fund acquisitions of stock and junior participation 
Interests in the Loan Pool did not violate regulations because 
Silverado received the ultimate benefit of these transactions, not 
SFC; that the holding oonpany loans to Meears. Nets and Wise were in 
accordance with applicable state law; that only the vested portion of 
the $4.1 nil lion In subordinated debt would be Included as regulatory 
capital (agreeing that Silverado had erred on this natter); that the 
prepaynsnt of preferred stock dividends fron the self-funded sale of 
stock did violate regulations and would be reversed; that the loans 
nade to executive officers secured by primary residences w e r e not on 
unfavorable terns because Silverado would extend these loans to 
individuals of similar credit status; and that Silverado had 
Indirectly acquired the residential loans referred to in its 
914 million subordinated debt application. The PSA declined to allow 
the p r oposed Order to Cease and Desist to be presented to the 
institution at this nesting, apparently deciding that the evaluation 
of basic safety and soundness issues related to the self-funding 
transactions (for stock and junior participation interests) required 
tbs completion of current examination procedures on the underwriting 
of t h ose loans which had provided the funds for acquisition of the 
securities. After the decision not to present the Order to Cease and 
Desist, the Supervisory Agent issued a supervisory directive to 
Silverado that prohibited SfC, Silverado, or any subsidiary thereof 
fron funding, directly or indirectly, the acquisition of any 
securities (including any SPC or Silverado stock or participation 
interests in the Loan Pool) of SFC, Silverado, or any subsidiary. 
Additionally, Silverado waa directed to reduce regulatory capital by 
the amount of the unvested portion of $4.5 million In subordinated 
debt issued to executive officers. The Supervisory Agent stated that 
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Silverado's responses during this meeting would be fully evaluated in 
light of completed examination findings. Silverado management assured 
the Supervisory Agent that no legally binding commitments existed on 
March 10 , 1987 which involved sales of stock, but that one transaction 
Involving the sale of a junior participation interest had been 
committed to. The Supervisory Agent requested that Silverado submit a 
legal opinion to support that position, and to provide detail on the 
transaction. (See Exhibit 121) 

03/11/87 Silverado's legal counsel eufasatted the requested legal opinion on 
binding commitments as requested in the supervisory meet lng on 
March 10, 1987. The loan commitment was to SDC Land Partners, Ltd. 

(John R. Sullivan) in the amount of $73.8 million. This loan was to 
be secured by a s e c ond deed of trust on approximately 330 acres of 
undeveloped land in Port Worth, Texas (behind a $40 million first 
deed). Approximately $17.8 million in loan p r o c eed s was to be used to 
purchase junior and subordinated interests in the Loan Pool, with the 
borrower to receive $23 million in cash at closing. The Supervisory 

Agent reques t ed the additional information on this loan which was 

provided on March 26, 1987. The loan was closed on March 27, 1987 
pursuant to the outstanding commitment. The Supervisory Agent 
notified Silverado by letter on April 3, 1987, that although it 
appeared that a legally binding commitment existed for this loan, the 
basic underwriting for the loan was questionable and that additional 
supervisory comment would be forthcoming after the essml mere had 

specifically reviewed this credit during the then ongoing examination. 
An appraisal subsequently ordered by the PKLB of Topeka an the 
collateral property for this loan showed an Indicated loss of 

$41 million, which Silverado reoo gn l s ed on its books pursuant to a 
directive by the Supervisory Agent. (See Exhibits 122 and 123) 

03/20/87 The Supervisory Agent formalised by letter the supervisory directives 
issued at the March 10, 1987 meeting. (See Exhibit 124) 

03/23/87 The Supervisory Agent reoeived a letter from Chairman Wise which 
outlined Silverado's business purpose in its capital raising 
activities and set forth actions the board had taken sines the meeting 
on March 10, 1987 to address supervisory cono ar ns. Mr. Wise stated 
that i (1) the board had revised Silverado's policies regarding loans 
to directors and senior officers to lower the loan-to-value 

ratio from 100 percent and to require principal paydowns) (2) that 
Silverado would treat the stock purchased from loan proceeds as a 
stock subscription (and, therefore, excluded from regulatory capital) 
until the loan had been paid down accordingly# (3) that Silverado 
would not initiate any new transactions with shareholders, and that 
89C and Silverado would not enter into any stock for real estate deals 
without prior notice to the Supervisory Agent# (4) that EEC would make 
no future loans to officers or directors of the holding company# and 
(S) that SPC would not prepay dividends on its preferred stock. (See 
Exhibit 12S) 

03/25/87 The Supervisory Agent received a letter from The Wyatt Company 
justifying Silverado's compensation program for its executive and 
senior officers. (See Exhibit 126) 
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03/28/87 The BZC noted that Silverado's audited financial state— nta aa of 

B e n um b s r 31, 19*4 had baan aant to tha FUJI of Topaka by regular sail 
on March 2S, 1987. Coopara expressed a claan opinion, datad 
January 29, 1987, on tha financial statements of Silverado for tha 

yaar andad P a r — b a r 31, 1988. Tha atatam— ts raflactad nat tnco— on 
a GAAP baaia for tha yaar of $15. S Million. Tha atat— nta alao 
raflactad a reversal of provisions for loan loaaaa for 1988 of 
$2.7 million which served to incraaaa nat lnco— in that aaount. 
Footnotaa to tha financial atata— nta alao ravaalad that Silverado had 
$9.5 Million — ra in loan loaa allowance# on a OAAF baaia than on a 
RAP baaia. Conversations with tha BZC indicated that Coopara had not 
communicated with tha — — iners regarding finding a of tha examination 
in proc— a. Silverado recognised a nat loaa of approxi— tely 

$15 Million on a RAF baaia in 1988. (8— Exhibit a 127 and 128) 

04/02/87 The Aaaiatant Director of B»— inatlona notified Silverado that 18 

unacceptable appraiaala had baa n identified during the couree of the 
ongoing examination com— need Pact amber 1, 1988, and etated that if the 
deficient lee were net corrected, teat appraiaala would be ordered. 
(8— Exhibit 129) 

04/07/87 A Meeting wee held be t we en Silverado management, the F8A and the 
Suparvleory Agent to dlaeuee the p r opoeed aale of a $180 million 
aenior inter— t in the Loaa Poo 1 to another thrift inetltutlon an* the 
stock for real — tate d— la that Silverado had undertaken in December 
1988. The Supervlee ry Agen t noted that preliminary — 1 nation 
findinga on appraiaal revlewe indicated that the— capital 

transact lone — y have be— predicated — overinflated valu— . 

Silverado responded with tha belief that the values were appropriate. 
The proposed —la of a aenior interest fell through and — sal— of 
s— lor inter— ta in the Loan Fool ware ever made. Silverado also 
presented — update to ita business pi— which projected a curtailment 
in capital raising activities and limiting its growth rate to 25 
perc— t. Silverado al— presented a letter to the F8A at this meeting 
containing a proposal to acquire Topeka Savings and Lo— Association. 
Among the conditions pres— ted by Silverado were forbearanc— and 
waivers oocnerning the acquisition of the inetltutlon, obtaining 
u nr estricted branching rights in four state, and re— lvlng regulatory 
approval of Silverado's pro p osed accounting for the Lo— P—1 for 
—set classification purpo— a. After the nesting was concluded, the 
Suparvleory Agent and Supervisory A— lyst advised the the PSA and 
Director of Agency Function a that existing supervisory — a— a 
pre clu de d Silverado fr— acquiring another institution under — y 
cireumetano— . <8— Exhibits 130, 131, 132, and 133) 

04/20/87 The Supervisory Ag— t — nt a letter to Sllveredo requesting 

confirmation that Sllveredo planned to correct appraiaal defleieee 1— 
within 80 days# and noted that the financial information received — 
April 7, 1987 did not eo netltute a business pi—. The Supervisory 

Ag— t stated that a copy of the buain— a pi— required u n de r state 
regulation by July 1, 1987, be submitted to the Supervisory Ag— t. 

(S— Exhibit 134) 
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04/23/97 


04/24/87 


05/01/87 


05/04/97 


08/11/87 


05/12/87 


05/18/87 


The FBLSB approved a formal examination of Silverado under S e c tion 
407(a)(2) of the National Housing Act (12 0.8. C. Section 1730(a)(2)) 
(FBLSB Resolution No. 87-489), pursuant to a request from the VHLB of 
Topeka's Agency Functions' Legal Counsel to the Deputy Director of the 
OS, to review the activities that were the subject of the January 27, 
1987 Interim Report. (See exhibits 135 and 135) 

In a letter to the PSA, Chairman Wise proposed increasing Silverado's 
mi n inun regulatory capital requirement by a factor equaling 20 perc ent 
of the stock Issued in exchange for real estate, in order to alleviate 
supervisory concerns over the value of the real estate. (See Sxhibit 
137) 


ORPOS responded to the Supervisory Agen t 's February 5, 1987 request 
for clarifications regarding accounting and classification is su e s 
related to the Loan Pool with two memnrsnlume (from Tom Rloom, chief 
Accountant, and James Hocksnhull, Deputy ADRO) to the Supervisory 
Agent. These memorandums stated that asset classification should flow 
through to the underlying assets in the* Loan Pool, and that the sales 
of junior participations should be considered as loan loss coverage. 
(See exhibits 138 and 139) 

The PSA received a letter from Char lean wise noting that Silverado had 
eliminated two provisions of its p r oposed plan to acquire Topeka 
Savings and Loan Association. The letter concluded that it would* be 
inappropriate for either Silverado or the FKLB of Topeka to set on khe 
proposal until supervisory issues arising from the then ongoing 
examination were resolved. (See Sxhibit 140) 

The Supervisory Agent received written notification from Silverado of 
a planned transaction whereby Silverado was to provide a $25 million 
forward commitment for the delivery of single-family residential loans 
from MDC Corporation to Silverado. The Supervisory Agent requested 
additional Information on Nay 13, 1987, which Silverado provided on 
June 2, 1987. The Supervisory Agent sent a letter Silverado on June 
10, 1987, noting that no basis for supervisory objection was evident 
based upon the information submitted. (See Inhibits 141, 142, 143, 
and 144) 

The Supervisory Agent notified Silverado in a letter that the proposal 
oontained in Mr. Wise's letter dated April 24, 1987 was premature 
el nos the examination was still in p r ogress and all findings w er e not 
complete, and that identified valuation deficiencies would have to be 
reso l ved prior to any co n side r ation of this proposal. (See Sxhibit 
148) 


Chairman Wise sent a letter to the Supervisory Age n t describing 
Silverado's perspective and plan of notion for dealing with 
supervisory concerns in three areast asset quality, transactions with 
related parties, and capital raising activities. Mr. Wise stated that 
loan loss allowances and outstanding junior participation interests in 
the Loan Fool were sufficient to cover losses in Silverado's loan 
portfolio, that Silverado would give prior notice to the Supervisory 
Agent for any new commercial real estate or land loans, and that 
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06/30/17 


07/22/17 


management would give prior notlco to tho Supervisory Agent o f any 
transaction with a shareholder or involving purchases of stock with 
loon proceeds. Mr. wise further ststed that management and the board 
wera committed to reducing credit risk* and Silverado would severely 
curtail current commercial real estate lending activities. (See 
Exhibit 146) 

The PSA held an internal Meeting with the Supervisory Agents* Director 
of Examinations* and Agency functions' Legal Counsel during the eonth 
of June to discuss problem cases in the Tenth District. During the 
course of this meeting* the utilisation of appraisals in 
ongoing examinations was discussed. The PSA was told that the 
examiners would be unable to pin down looses at Silverado without 
ordering re-appraleals. The PSA stated that the PHLB was not going to 
appraise institutions out of business as he believed the adverse 
economic conditions in Colorado were short-term and that asset values 
would recover. Eased upon the examiners* adverse conclusions regarding 
Silverado's appraisal practices* the severe deficiencies noted in 
Silverado's appraisals by the examiners and the District Appraisers* 
and the recommendations of the Supervisory Agent and the SZC* ten test 
appraisals were ordered by the Director of Examinations in August 1987 
in connection with the examination commenced on December 1* 1986. 
(See Exhibit 147) 

The leport as of December 1* 1986 was completed and transmitted to the 
Supervisory Agent. This 300-page Keport detailed many areas L of 
supervisory concern and regulatory violations including the 
self -funding of stock sales and sales of junior participation 
interests i an unreported change-of-control involving Nr. Walters; 
conflicts of interest and self-dealing; excessive compensation; 
excessive credit risk and loan concentrations; misrepresentations on 
subordinated debt applications; poor underwriting; severely deficient 
appraisals and the lack of adequate supporting documentation for 
collateral values on service corporation projects; loans on 
preferential terms to officers and directors; prepayment of holding 
company dividends from funds Indirectly derived from Silverado; 
distorted and Inaccurate financial reporting due to Silverado's 
handling of the Loan Pool for reporting purposes; and* the 
circumvention of asset classification regulations with the Loan Pool. 
The Import reflected substandard asset classifications in excess of 26 
percent of total assets and losses exceeding $43 million. The 
examiners indicated that Silverado failed to meet its minimum 
regulatory capital requirement when the asset classifications outlined 
in the Report were considered. The examiners' review of the capital 
raising transactions and the self-funding of junior participations 
r evealed that most of the transactions appea r ed based on deficient 
appraisals* causing supervisory concern that the real estate holdings 
and capital accounts of Silverado were carried at highly overinflated 
values. The conflicts of interest and self-dealing revolved around a 
purchase of stock by Nr. Wise from a preferred stockholder (Kenneth 
Good) at the same time Silverado approved a significant modification 
to the shareholder's $24 million loan (releasing collateral and a 
personal guarantee)* and the granting of loans of $2.6 million and 
$1.45 million to Messrs. Wise and Nets (holder of 90 peroent of common 
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stock of SFC), respectively, out of proceeds indirectly derived free 
Silverado (through S liver ado funding the purchese of reel estete 
Interests by e service corporation which funds wore used to purchese 
holding company stock and then funneled by src into these loans). The 
ex seiners reported that the top three officers at Silverado (Messrs. 
Wise, Vandapool, and Lewis) received comp en sation totaling in excess 
of $2.5 aillion for 1986 , including short-term incentive bonuses 
exceeding $1.1 million based on net income on a GAAP basis for 1986. 
Mr. Mats was also noted to be the recipient of a $250,000 consulting 
contract with Silverado, paid on an annual basis. The prepayment of 
holding company dividends was made from funds derived indirectly from 
Silverado (through the same method described earlier). The Deport 
also revealed that Silverado had extended a significant amount of new 
major loans to borrowers who would assume other troubled debt of 
Silverado. These loans were noted to be highly questionable as to 
underwriting and sufficiency of collateral value. Silverado was 
assigned a composite MACRO rating of "4 a with this examination. The 
Supervisory Agent forwarded the Report as of December 1, 1986 to the 
board of Silverado, urging the board to begin a prompt and thorough 
review due to the concerns outlined in the Report. The Supervisory 
Agent noted that a supervisory letter would follow in due oouree. 
(See Exhibit 148) 

07/29/87 Zn a letter to Silverado, the Supervisory Agent informed Silverado 
that from a regulatory perspective, asset classification would *flow 
through* to individual assets in the Loan Pool. Silverado was directed 
to report classified assets in the Loan Pool on Thrift Financial 
Reports submitted to the PHLS of Topeka, and to implement this change 
immediately. (See Exhibits 149 and ISO) 

08/06/87 The Supervisory Agent, PSA, and other staff amt with Silverado 
management to discuss the examination report a proposed transaction 
between Silverado and MDC Holdings, Znc. Silverado presented a letter 
dated August 6, 1987, detailing actions Silverado had taken to address 
supervisory concerns. This letter outlined proposed additional 

actions that Silverado would take to address supervisory concerns. 
These actions included increasing regulatory capital to 6 percent by 
additional exchanges of preferred stock for real estate (with the real 
estate investor retaining a subordinated percentage interest in order 
to mitigate valuation risk) i ceasing the origination of any new loans 
or purchase assets except for single-family residential home loans. 
Treasury securities, or AAA-rated mortgage-backed securities; 
obtaining prior regulatory approval for any transaction with a 
shareholder y and, limiting compensation for senior officers in 1987 to 
a level 40 percent below 1986. Mr. Wise also stated that Mr. Walters 
was discussing the change of control issue with OOC. Silverado was 
told that a board masting was necessary and that supervisory issues 
would be discussed in detail with the full board. The proposed 
transaction was for Silverado to purchase $100 million of 
single-family residential loans from MDC Holdings, Znc. Silverado 
proposed to pay for $20 million of this purchase with a junior 
• participation interest in the Loan Pool. The PSA requ es ted that 
Silverado file a formal written request for regulatory review of this 
transaction. (See Exhibits 151, 152, and 153) 
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08/07/87 

oa/io/r? 


08/12/87 


08/18/87 


08/19/87 


08/19/87 


08/24/87 


The Supervisory Agent ssnt s letter to tho board requestin' g a eeatlng 
on August 25, 1987 to discuss the concerns outlined in the Report. 
(See Inhibit 154) 

00C issued a response to Silverado's request for interpretive advice, 
stating that the participation certiflcatee evidencing an ownership 
interest in the Loan Pool appeared to Met the definition of 
"securities," but that since it was not clear that the certificates 
represented "securities issued by a thrift institution," the staff 
would not recommend enforcement action if such certificates were 
Issued to third parties. (See Exhibit 155) 

The Supervisory Agent received a written request from Silverado for 
approval to purchase up to $100 million in single-family residential 
loans from MDC Holdings, Xnc., with Silverado to pay for $20 million 
of the purchase price with a junior participation interest in the Loan 
Pool. The Supervisory Agent requested additional information from 
Silverado on August 24, 1987, which was received on August 28, 1987. 
The Supervisory Agent notified Silverado on September 18, 1987, that 
the information submitted did not indicate a basis for supervisory 
objection. (See Exhibits 152, 154, 157, 158, 159, and 140) 

The Supervisory Agent and the Director of Examinations visited the 
offices of Ernst 8 Whlnney and Coopers to review the independent 
accountants' workpapers for the 1985 and 1984 audits, respectively. 
The review of Coopers' workpapers for the 1984 audit and discussible 
with the enga gemen t personnel, indicated a lack of expertise for this 
complex assignment. The review further disclosed apparent deficiencies 
in Coopers' work in key audit areas (asset valuation, credit review, 
the assessment of the adequacy of loan loss allowances, and related 
party transactions) . (8ee Exhibit 141) 

The Director of Examinations notified Silverado that ten test 
appraisals rslating to six loans or real estate projects were being 
ordered by the District Appraisers. This action was taken pursuant to 
the recommendations of the BZC (dated August 7, 1987) and the 
Supervisory Age nt after rebuttals on appraisal deficiencies from 
Silverado and its outside appraisals were found to be lacking and 
unable to resolve valuation oenoe m s. (See Exhibits 142 and 143) 

Ch a irm a n tflse submitted a list of resolutions to the Supervisory Agent 
that the boards of Silverado and SFC were to adopt in meetings on 
iipis t 24, 1987 which would formalise the p r o p osed actions detailed in 
the letter dated August 4, 1987. (See Exhibit 144) 

Chairmen wise seat a letter to the District Director of Examinations 
protecting the ordering of test appraisals. The District Director of 
Examinations r e sp o n ded to Nr. Wise on September 14, 1987, by noting 
that Silverado had reoelved ample opportunity to rasponi to the 
regulatory concerns over appraisals and stated that tent appraisals 
were being ordered. (See Exhibits 145 and 144) 
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08/2 S/87 The Supervisory Agent hold ths schodulsd supervisory seeding with 
Silverado's board. After confirming that the directors had received 
and reviewed a copy of the Report as of Derastoer 1, 19§6, the 
Supervisory Agent then reviewed, in detail, the supervisory concerns 
on the significant findings in the Report. The Supervisory Agent 
pointed out regulatory violations, the alarming level of asset 
classifications, the lack of diversification in the loan portfolio, 
the use of severely deficient appraisals for underwriting purposes, 
the questionable loans extended to work out existing problem credits, 
and the impact of the Loan Pool in creating a distorted financial 
picture for the institution. The Supervisory Agent stated that it 
appeared that Silverado had not recognised loan losses in a timely 
manner and, as a result, had used impaired capital to leverage growth. 
Zt was also noted that the institution failed to meet its minimum 
regulatory capital requirements as a result of asset classifications 
identified in the Report. The Supervisory Agent voiced the c o nc er n 
that real estate holdings and capital accounts were reported at 
overstated values due to the use of deficient appraisals. Chairman 
Wise noted that the board had adopted a set of self-impoeed 
resolutions that should resolve the supervisory concerns outlined in 
the meeting. The Supervisory Agent responded that this action was not 
adequate, and that the board would be given the opportunity to execute 
a Supervisory Agreement to avoid the initiation of cease and desist 
pro c eedings. The Supervisory Agent noted that valuation issues would 
not be resolved with this Supervisory Agreement, but would * be 
addressed for resolution once the FKLB of Topeka ordered that 
appraisals had been received. The Supervisory Agent requested that 
the board authorise management to negotiate a Supervisory Agreement, 
which would be forthcoming to Silverado in short order. The board 
authorised management to negotiate a Supervisory Agreement on 
August 25, 1987. (See Exhibit 167) 

08/31/87 The Supervisory Agent received a letter from Silverado enclosing 
Silverado's policy on mortgage derivative products. The letter noted 
that Silverado had invested in a number of AAA rated RSKXC securities. 
The enclosures indicated that Silverado had $307 million invested in 
RSKXC securities. (See Exhibit 168) 

09/05/87 Agency Functions* Legal Counsel contacted the Deputy Director of OS 
and advised that the 407 (m) (2) formal examination should move forward 
as soon as possible and should center around the outstanding loans to 
Bill Valters, MDC, and Ken Good and related entitles. The Deputy 
Director was further advised of the concern that a change of control 
had occurred at the institution due to Mr. Walters' contribution of 
mere than 25 percent of the holding company's capital, a matter which 
was then under review by the Corporate and Securities Division in OOC. 
The Deputy Director advised that OB would move with all due speed to 
get the 407(e)(2) formal examination moving, and noted that the 
proposed Supervisory Agresment with Silverado would be rev i ewed to 
ensure the avoidance of any conflicts with, or impediments to, the 
pending examination. (See Exhibit 169) 
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9/10/87 The Hftrr l»ty AfMt took supervisory sbjeeti am to a pwpim 

dividend fiy — nt of $1.1 Million to SVC by lilmiii, oo not forth in 
* notion dated August 24, 1M7. Supervisory objection woo baaed on 
tho foot that Silverado did not Karo thooo earnings available for 
distrib u tion aad that Silverado failod to Moot ita liaiMM regulatory 
capital requirement. (too Exhibit 170) 

09/1S/S7 The Supervisory hgoot aoot copies of a Supervisory igreamant to 

Silverado aad a M oo tin g with aooior management woo scheduled for 
O ct ober 2, 1907 to a n nis c queetiomn on tho pcovinlemn of tho 

Supervisory hfrooMaot. (too Exhibit 171) 

09/10/07 Tho nu of Topeka's hga og y Functions* Logal Counsel submitted a 
msec ran dun to tbo Deputy Diroetor of 0« roco oM oadiag that tho Ooction 
407(a)(2) formal o x ami n o t ion of Sllverade include a review of tho 
doa l l ng a betw ee n Chairman Wise aad Konaoth Good, a bo r row or at 
Silverado, aad be t wee n Mr. Good and Moil Booh, a diroetor at 

Silverado. Mr. Oood, a developer with aigaificaat loaa ralationahipa 
with Silverado, had received $14 Million in peofarrad atook in 
Silverado in 1904 in oxchanga for uadorolopod land. Mr. Oood obtained 
financing from Silverado on other propertied, including approximately 
$20 million on a property known aa Parkway Plana ZZ. In niraatiBi 
1904, Nr. Mine pure Kneed Mr. Oood 'a $14 Million in preferred otoch for 
$100,000 in cash and $2.9 Million in nonroooureo note a from Mr. Mine, 
ht the aarne time that Mr. Mine purchased Mr. Oood' a atock, Silvers $o 
approved aignificant modification* to tho Parkway Plana ZZ lbaa 
(re loaning certain collateral and Mr. Oood'a poreonal guaranty for 
93 Million in eaah). h review of Nr. Oood'a financial etatamanta alao 
revealed that ho had extended at leant one poreonal loan of $100,000 
to Nr. kith. Nr. Boeh became a director of one of Mr. Oood'a 
companion, located in Florida, in January 19M. The Parkway Plana ZZ 
loaa waa eubeequently coneolidated with another Oood loan (known an 
Mont Meadowa) , moulting in an outatanding loaa balance of 
$34.1 million. ha of September 30, 1944, 4ilverado had eatabliahed 

$12.1 million in opecific maervea against thia loan. (See Exhibit 
172) 

09/21/47 OOC referred the violation of the Change of Control Act by Bill 
Maltere (who violated the act by contributing more than 2i percent of 
the capital of Silverado without appropriate f Hinge) to OB after 
being unable to reeolve the iaaue with Mr. Naltera. 08 negotiated a 
Sepervinory Agreement with Mr. Walters whereby Mr. Maltere waa to 
pleoo hie Silverado atock in a trust and sell the stock within 140 
days after the Supervisory Agreement was executed. Mr. Walters was 
rentricted from purchasing any additional stock and, along with the 
truntee, wan rentricted from exercising any control over Silverado. 
Thin Supervisory Ag r eeme n t waa signed by Bill Waltera aad sent to the 
Supervisory Agent by OB on May 10, 1984, who signed the Supervisory 
Agreement effective Nay 11, 19SS. (See Exhibits 173 and 174) 

09/22/47 Agency Functions* Legal Counsel sent a memorandum to the Deputy 
Director of OE supplementing the information provided on Weil Bush's 
relationship with Kenneth Oood, a major Silverado prof erred 
shareholder and borrower, in his Sept amber 21, 1947 memorandum 
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09/25/87 

10/01/87 

10/02/87 

10/21/87 


10/23/87 


10/26/87 


r a comm s ruling tha scop* of the Section 407(a)(2) formal or— 1 nation of 
Silverado covor tho transactions between Massrs. Visa, Good, and tush. 
In this subsd,ssion, Agency Functions' Lagal Counsal anclosad a copy of 
Silverado's Movambar 24, 1986 board alnutas raflactlag that Dlractor 
Nall Bush had subsattad to tha board for approval, on bahalf of 
troublad borrower Kenneth Good, a $900,000 llna of cradlt to assist In 
Massrs. Good's and Bush's oil and gas venture In Argentina. (Saa 
exhibit 175) 

Tha Supervisory Agant sant a synopsis of tha provisions of tha draft 
Buparvlsory Agraamant to tha PSA. (Baa Exhibit 176) 

Chairman tflsa sant a lattar to tha PSA stating that a formal 
suparvlsory agraamant was unnacassary. (Saa Exhibit 177) 

A msatlng was ha Id with sanlor aanagamant and tha Institution's 
outs Ida lagal counsal to discuss tha provisions of tha Suparvlsory 
Agraamant . Each provision was dlscussad In dstall. At this masting. 
Chairman Wlsa agrsad to tha basic provisions of tha Suparvlsory 
Agraamant , noting that tha Suparvlsory Agraamant would hava to ha 
ravlawad by managamsnt with tha board. Tha Suparvlsory Agant 
astabllshsd a daadllna of Octobar 16, 1988 for tha board to axacuta 
tha Suparvlsory Agraamant, which was 1st nr axtandad to Octobar 26, 
1987. (Saa Exhibit 171) 

P 

Tha Suparvlsory Agant rscalvsd a lattar from Chairman Visa stating 
that tha Suparvlsory Agant had agrasd at tha m a stin g on Octobar 2, 
1987, to r scons ldar tha nasd for tha reappraisals or d ar sd by tha 
Dlractor of Examinations, and setting forth tha reasons for 
Silverado's request to reconsider tha need for reappraisals. Tha 
lattar stated that obtaining reappraisals was Inconsistent with tha 
negotiations on tha Suparvlsory Agraamant, that tha use of appraisals 
to classify losses was not In accordance with tha provisions of CEBA 
that mandated tha use of GAAP, and that Silverado's currant level of 
loss allowances was adequate. Tha lattar concluded with a request to 
discuss tha issue further. (Saa Exhibit 178) 

Tha Supervisory Agant responded to tha lattar received from Chairman 
Wlsa regarding reappraisals, advising that clarifications ware 
necessary based upon Mr. Wise's apparent misunderstanding of tha 
issues dlscussad on Octobar 2, 1987. Tha Supervisory Agant noted that 
ha had not agreed to reconsider tha need for reappraisals, sat forth 
tha reasons for obtaining reappraisals, and pointed out that tha fair 
values derived from appraisals wars an acceptable application of GAAP 
under many circumstances. Tha Supervisory Agant concluded by stating 
that tha need for obtaining tha reappraisals ordered would not be 
reconsidered, and that further supervisory action would be dictated by 
tha results of tha reappraisals. (Saa Exhibit 179) 

Tha board executed tha Suparvlsory Agraamant, entitled Operating 
Agraamant. Among other provisions of tha Operating Agraamant, 
Silverado was required to submit a capital plan within 30 days 
designed to bring Silverado Into compliance with minimum regulatory 
capital regulations, to comply with FHLBB reporting requirements, to 
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10/27/8? 


10/28/87 


11/27/87 


01/08/88 


revise the terms of loans to senior of floors tad directors secured by 
residences to cosily with applicable regulations, to comma ncs boot 
•f forts to have bolding company loans to Mossrs. moo and Mott paid 
off or otherwise removed from tho books by March 31 , 1988, to limit 
snnual incroasos in compensation for aanior officers to no sort than S 
percent of the 1987 level, and to restrict loan and investment 
activity to making or purchasing single-family reeidential loans. 
Treasury or agency securities, or other securities rated in one of the 
four highest investment grades. The Operating Agreement also 
restricted Silverado and SFC fromt (1) entering into any loan or 
investment transaction with a shareholder or engaging in transactions 
with other affiliates of the holding company! (2) from issuing stock 
in exchange for real estate (either directly or indirectly)! (3) from 
prepaying dividends on preferred stock or interest on subordinated 
debt! and (4) from reporting discounts or prepaid interest on 
subordinated debt as regulatory capital. The Operating Agreement also 
called for prior regulatory review or approval of workouts, 
modification, sales, or exchanges of major loans and no. Numerous 
transactions were submitted by Silverado for regulatory review and 
approval pursuant to applicable provisions of the Operating Agreement 
in the months after it was executed. During November and Her— her 
1987, Silverado provided plans and policies required by the Operating 
A gr eeme n t which were taken under supervisory review. Numerous loan 
workouts were submitted for supervisory review during the time after 
the Operating Agreement was executed. (See Exhibit 180) 

t 

Zn a letter dated October 27, 1987, Silverado informed the Supervisory 
Agent that it had increased RAP loan lose reserves by $8.2 million, 
accounting for the net loos reported by Silverado for August and 
September 1987. (See Exhibit 181) 

The Supervisory Agent received a letter from Silverado noting that 
Silverado had continued to invest in AAA rated RSMXC securities and 
that Silverado's investment in such securities would total $428 
million. (See Exhibit 182) 

The Supervisory A ge nt received the Capital Elan required under the 
terms of the Supervisory Hgrssmsnt (Operating Agreement). The Capital 
Elan was taken under review by the Supervisory Agent. The Supervisory 
Agent discussed the Capital Plan with Silverado Legal Counsel on 
January 7, 1988, who followed up with a letter on January 11, 1988, 
that addre s sed the Supervisory Agent's questions. The Supervisory 
Agen t further addressed the institution's capital position in a 
supervisory letter sent to the board on January 11, 1988. (See 
Exhibits 183 and 184) 

The Supervisory Agent and Agency Functions* Legal Counsel net with two 
attorneys from OE and elaborated on the dealings des cr ibed in the 
memorandum dated September 18, 1987 (concerning Messrs. Wise, Oood, 
and Rush), which Agency Functions' Legal Counsel had rannananrtart be 
reviewed in connection with the formal examination authorised on 
April 23, 1987. 
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01/11/M The NpwvUtty AfMi eee* a —yrri— ry ltttw te iht btui 
CMMfttlttf o« Um tofsrt u *f Ne«b«r 1« 19M. The fupmrlitrf 

lp>t not«d ttet t)M laryt mwI» ef prtkiw Miiti thmtaMd tto 

futnrt viability e£ the institution tai that lilmaio hod not yet 
reco gnised tho ua«t classification outllnod in tho hap art . 
Accordingly, tho Supervisory Agsot directed Silveredo to immediately 
recognise the so se t classifications outlined in the heport end to 
amend the naremhsr 1987 Quarterly T7* te reflect the effect of those 
classifications. Silverado was also directed to establish specific 
reserves for indicated losses not al r ea d y cov er ed by rese r ve s or 
junior participations. The Supervisory Agen t recommended that ths 
board review the adequacy of financial r epo r ting. The Supervisory 
Agent noted that Silverado had net adequ a tely diversified its asset 
structure, and that although Silverado apps ar sd to have changed its 
anabasis on asse t acquisitions free conmsrcl Lai real estate and laai to 
securities investments, the board was directed to revise all present 
and future business plans in ta r os of nit i gat lag any additional risks. 
The Supervisory Agent addressed appraisal def ielenelee, stating that 
further supervisory action would be taken on asset valuation issues 
b ased upon the results of reappraisals ordered by the nu of Topeka. 
Zt was also noted that the submitted capital plan and compensation 
reports were under review. lastly, the Supervisory Agent directed the 
board to revise the institution's conflict of interest policies and to 
submit the revised policies for supervisory review. (See Exhibit 1SS) 

01/21/SS Silverado submitted year-end reports and reports required under the 
Operating Agreement to the Supervisory Agent. Included in the material 
provided was an update to the Capital flan submitted by Silveredo on 
November 25, 1SS7. (See Bxhibit 1S6) 

02/01/SS Zn response to a letter from Silverado dated January 22, 1988 which 

indicated that Silverado' KEXZC portfolio totaled $500 million, ths 
Supervisory Agent sent a letter to Silverado requesting detailed 
information on Silverado's portfolio of Mac residual bonds and a 
summary of the measures used by the institution to control 
interest-rate risk. This information was received on February 17, 
1988. Be c a us e of supervisory concerns over Silverado's investment in 
these nortgage derivative financial’ instruments, the Supervisory Agent 
requested that the scope of the limited examination scheduled to 
commence on March 3, 196S (to verify compliance with the Operating 

Agreement signed October 26, 1987) be expanded to include a detailed 
review of Silverado's investment activities and level of interest-rate 
risk. (See Sxhibits 1S7, 1SS, and 1S9) 

02/22/68 The Supervisory Agent received a letter from legal counsel for SFC 
providing notion that Silverado and SFC anticipated dlvidending an 
undivided internet in the two notes held by SFC (for the loans 
totaling $4 million to Mr. Miss and Mr. Nets) to the preferred 
shareholders for payment of past accrued but unpaid dividends. This 
letter requested supervisory approval for the dividend, as this 
transaction appeared to be covered by the Operating Agreement dated 
October 26, 1967. (See Exhibit 190) 
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03/03/88 

03/07/88 


03/08/88 

03/10/88 

03/21/88 

03/31/8 8 


A limited examination of Silverado was commenced to examine risk 
manageme nt, Silverado's investment portfolio, and compliance with the 
Operating Agreement. (See Exhibit 191) 

The Supervisory Agent received a request from a Supervisory Agent with 
the FHLB of San rrancisco that the examination scope of the limited 
examination in progress at Silverado be expanded to include an 
assessment of the propriety of its transactions with MDC back to 1985. 
The Supervisory Agent with the FHLB of San Francisco advised that they 
would be forwarding the document at ion that they had obtained on MDC in 
their previous examinations of Lincoln Savings and Loan Association. 
On March 14, 1988, the Supervisory Agent received additional 
information from the FHLB of San Francisco regarding transactions 
between Lincoln Savings and MDC Holdings, Inc. The Supervisory Agent 
forwarded the request for the expanded examination to the Director of 
Examinations, who assigned a Field Manager to handle the request. 
After conversations with applicable personnel with the FHLB of San 
Francisco, the Field Manager forwarded copies of workpapers from 
previous examinations relating to Silverado's transactions with MDC to 
the the FHLB of San Francisco in April 1988 in an attempt to focus of 
the scope of work needed to satisfy the request. After not hearing 
from the FHLB of San Francisco, the Field Manager called the FHLB ef 
San Francisco about the request for an expanded examination eeope, and 
was told that the request was withdrawn since the FHLB of San 
Francisco was no longer responsible for the exam (of Lincoln Savings). 
(See Exhibits 192, 193, 194, and 195) 

The Supervisory Agent sent a letter to Silverado which noted that 
equity risk investments had increased since September 30, 1987 and 
requested Silverado to provide a detailed analysis of the increase by 
March 31, 1988, as Silverado was restricted from any new equity risk 
investments. Silverado's response indicated that the increase in 
equity risk investments was due to fundings of superior liens on 
existing investments necessary to protect Silverado's position. (See 
Exhibits 196 and 202) 

Five test appraisals ordered by the Director of Bxaminatlone were eent 
to Silverado after review by the District Appraiser. (See Exhibit 
197) 

The Supervisory Agent took supervisory objection to the p r oposed 
dividend of the holding company notes, stating that the funds for 
thes e loans were obtained indirectly from Silverado, and that SVC was 
required pursuant to its Met Worth Maintenance Agreement to infuse all 
available funds into Silverado since the institution did not meet its 
minimum regulatory capital requirement. The Supervisory Agent also 
noted that the proposed dividend would serve as a form of debt 
forgiveness for Mr. Wise, who as a substantial preferred shareholder 
(shares acquired from Kenneth Good) would be given an undivided 
interest in his own note. (See Exhibits 198, 199, and 202) 

Silverado provided a draft of a revised conflicts of interest policy 
and an amended December 31, 1987 Quarterly TFK to the Supervisory 
Agent. (See Exhibit 200) 
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04/07/M Vice Chairman and Chief Financial Officer Lewis, along with other 
Silverado officials and attorneys, met with the Supervisory Agent and 
Agency Functions' Legal Counsel to discuss a proposed transection with 
MDC, the recapitalization plan, the proposed restructuring of Sill 
Walters' loans with Silverado, and the proposed dividend from SFC to 
preferred shareholders objected to by the Supervisory Agent. 
Mr. Lewis indicated that the proposed transaction with MDC wes no 
longer under consideration. The Supervisory Agent indicated that the 
proposed dividend was completely unacceptable and that supervisory 
objection to it would not be changed. Silverado was given until 
April 30, 19M to provide a detailed report on the efforts of Mr. Miss 
and Mr. Metz to obtain payoffs of the holding company loans, detailed 
financial statements on Mr. wise and Mr. Metz, and a plan to rumors 
the loans from the books of the holding company without loss. 
Silverado informed the Supervisory Agent of the financial difficulties 
of Sill Walters and outlined proposed loan modifications. Silverado 
was told that the modifications could not be evaluated until current 
detailed financial statements were provided for Mr. Walters. The 
Supervisory Agent advised Silverado that the Capital Flan submitted as 
required under the Agreement dated October 26, 19S7 was not 
satisfactory and would need to be revised in specific areas, including 
limiting growth to an annualised rate under 10 percent, tbs 
termination of Mr. Metz's consulting contract with Silverado, and 
Interest rate sensitivity analyses. Lastly, the Supervisory Agpnt 
directed Silverado to report RSO in the Loan Fool in the RBO category 
on TFRs and not as nonresident ial Loans. Mr. Lewis presented an 
amended TFR for December 31, 1987, which disclosed an adjustment to 
Increase the provision for loan losses by approximately $17 million. 
Mr. Lewis Indicated that part of this adjustment to general loan loss 
allowances was due to FHL8 of Topeka ordered reappraisals seat to 
Silverado to date (in connection with the Report as of December 1, 
1986). (See Exhibits 201 and 202) 

04/18/88 The Supervisory Agent requested that Silverado provide a detailed 
listing of all letters of credit outstanding which related to equity 
risk investments. This information was eubsUtted on May 20, 19M. 
(See Exhibit 203) 

04/19/88 The Supervisory Agent, Agency Function's Legal Counsel, and the 
Director of Examinations held a meeting with Vice Chairman and Chief 
Financial Officer Lewis and Dennis Lacey, representing Coopers, to 
discuss the 1987 audit of Silverado. Mr. Lacey indicated that Coopers 
was going to issue a qualified opinion on the audited financial 
statsamnts for 1987 on the basis of going concern issues and on the 
basis of uncertainty of asset values. Related party transactions 
would also be the subject of an emphasis paragraph in the opinion. 
Mr. Lacey said that the uncertainty of asset values related to 
approximately $2 SO million in real estate investments and that the 
eosts of obtaining appraisals would be more than their audit fee. 
Mr. Lacey also indicated that Silverado was recording as adjustment of 
$40 million in loan losses, and that Silverado would be in the low end 
of Coopers acceptable loss range. The Supervisory Agent requested 
whether Silverado had provided Coopers a copy of the reappraisals that 
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04/20/M 


04/25/M 

04/28/M 

04/29/88 


had bnn forwarded to Silvarado to data, Mr. Lacay affirmed that 
Coopers had racalvad thaaa raappraiaala and uaad than to derive nat 
raallsabla values for thoaa propart ias. It waa suggested that a Inca 
Coopara* concaraa on thia oattar ralatad to raal a at at a investments, 
obtaining appralaala would alleviate thia concarn. Tha Dir act or of 
Examinations auggaatad that Coopara raquaat a 90-day extension to 
par fora tha additional procaduraa nacaaaary to remove tha 
qualification dua to uncartainty of aaaat valuaa. In raaponaa to 
Mr. Lacey's qua at ion aa to what would happan if tha audit waa 
aubaittad with tha qualification, tha Dlractor of Examinations 
axplalnad that tha audit raport would ba rajactad and raturnad, and 
that anothar CPA firm could ba brought in to aaa if thay could parform 
auch work aa nacaaaary to remove tha qualification on uncartainty of 
aaaat valuaa. Mr. Lacay atatad an axtanaion raquaat would ba 
forthcoming. (Saa Exhibit 204) 

Tha Raport aa of March 3, 1988, covering a limited examination of 
Silvarado commenced to datanaina compliance with tha Operating 
Agreement signed October 26, 1987 and to review Silverado's investment 
activity and interest-rate risk management, waa completed and 
transmitted to tha Supervisory Agent on April 20, 1988. Tha Report 
noted that compliance with tha Operating Agreement had b ea n 
satisfactory, and that interest-rate risk waa not considered 
excessive, although tha examiners questioned tha accounting treatment 
whereby Silvarado had recorded a $21 million gain on tha salmof 
certain principal-only securities through internally derived 
calculations of value. The examiners only rated the Risk Management 
portion of the MACRO rating with this examination, with Silverado 
rated a "3," up one grade from the last examination. (See Exhibit 
205) 

In a conference call (be t ween Silverado, Coopers* the Supervisory 
Agent, and the Director of Examinations), Mr. Lacey was advised by the 
Director of Examinations that a qualified opinion ba sed on uncertainty 
of asset values was unacceptable under the PHLBS's policies, because 
it appeared to be due to a scope limitation within the control of 
Silverado. (See Exhibit 204) 

In response to a request from Coopers, the Director of Examinations 
extended the deadline to submit tha 1987 audit report to July 29, 
1988. (See Exhibits 206 and 207) 

The Supervisory Agent received a latter from legal counsel for 
Silverado and SEC which enclosed financial statements for Messrs. Vise 
and Meta, and provided other information requested in a letter from 
the Supervisory Agent dated April 19, 19M. This letter from legal 
counsel noted that Messrs, vise and Metz were actively negotiating to 
sell their stock to an undisclosed party, which sale pro c eeds would be 
utilised to pay off the holding company loans. The attorney 
represented that an agreement in principle was anticipated within 10 
to 30 days. (See Exhibit 208) 


33 



402 


04/29/M 


05/02/88 


05/02/88 


05/03/68 


05/03/86 


05/06/88 


05/20/86 


Silver tdo submitted the various status reports required under the 
Operating Agrssment, amended Thrift rinancial R e ports, and an update 
to the Capital Plan. Silverado noted that a revised Capital Plan would 
be forthcoeing in May 1988. (See Exhibit 209) 

The Supervisory Analyst received a letter from Silverado's legal 
Counsel addressing the Supervisory Analyst's questions regarding 
Silverado's authority to invest in AXMIC residuals without prior 
supervisory approval. Legal Counsel opined that Silverado had such 
authority under then current regulations and policies, and that the 
Supervisory Agrsss i snt did not require prior supervisory approval for 
such investments. (See Exhibit 210) 

On May 2 , 1986, Silverado was forwarded the last of the FELE of Topeka 
ordered reappraisals in connection with the Keport as of neramher 1, 
1986. The transmittal letter noted that the District Appraiser had 
reviewed this appraisal, as well as previously forwarded reappraisals, 
and that further natters relating to these reappraisals would be 
communicated to Silverado by the Supervisory Agent. (See Exhibit 211) 

The Supervisory Agent sent a letter to Silverado noting that review of 
the March 31, 1968 TFE indicated that Silverado annualised growth rate 
in total liabilities for the first quarter was 21 percent. Dee to 
Silverado's failure to eeet minimum regulatory capital requiremsnts 
and the institution's deteriorating financial condition, the 
Supervisory Agent directed Silverado to immediately limit Its 
liability growth to that amount implied by interest credited, except 
so far as necessary to meet already existing loans in process 
obligations. The Supervisory Agent further directed that annualised 
growth should be less than 10 percent in any event. (See Exhibit 212) 

The Supervisory Agent directed Silverado to not accept any additional 
brokered deposits and to submit a plan of action within 30 days to 
reduce brokered deposits to an aanunt less than S percent of total 
deposits. (See Exhibit 213) 

Mr. Wise sent a letter to the Supervisory Agent updating the status of 
negotiations with an unidentified party. Mr. Wise indicated that the 
Messrs, wise and Mets were negotiating to sell their rnmmnn stock and 
Mr. Wise's preferred stock for $10 million, with the purchaser 
contributing real estate to recapitalise the institution. An 
agreement in principle had not been executed. Mr. Wise requested that 
the time frame for resolving the holding company loans be extended for 
a 60- to 120-day period in order to allow time for negotiations to bs 
concluded. The Supervisory Agent agreed to this request. (See 
Exhibit 214) 

Agency functions' Legal Counsel received a copy of a letter from tbs 
Deputy Director of OE to an Associate Director for the Division of 
Enforcement with the SEC authorising access to the 7BLB of Topeka's 
examination reports and files on Silverado in connection with the 
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05/25/M 


05/27/85 


08/02/88 


08/08/M 


06/08/M 


SSC's rttitw of HOC Holdings, Zne. Miron binders of documentation 
minting to tho Silverado's transactions with HDC Holdings, Inc. wars 
forvardod to tho SBC on August 12, 19M in roponso to tho SIC's 
infonsation roquost. (Soo Exhibits 215, 216, 217, and 218) 

Silverado roquostod an ox tons ion of time until Juno 30, 19M to subaiit 
a revised capital plan, to which tho Supervisory Agent agreed on 
June 6, 1988. Silverado also informed the Supervisory Agent that The 
Blackstone Group had been retained as an inveetaent advisor and to 
assist in recapitalisation efforts. (See Xxhibits 219 and 220) 

The Supervisory Agent eat with Silverado to disouss the proposed 
modifications to Silverado's loans and real estate investaent 
partnerships with Bill Walters. Hr. Hal tors' financial statements had 
been subalttod as previously roquostod. The Supervisory Agent agreed 
to certain nlnor nodi flcat ions, but noted that current appraisals on 
tho properties underlying Mr. Halters* transactions wore necessary for 
evaluation of proposed nod lficat ions, and that appraisals obtained 
would have to be froa an appraiser that was acceptable to the District 
Appraiser. Silverado agreed to subait a list of suggested appraisers 
to the Supervisory Agent to perfora the needed appraisals and did so 
on June 16, 1988. The Supervisory Agent ap pr oved an appraiser for 
three of the projects involving Mr. Halters on June 24, 19M. (See 
exhibits 221 and 222) 

OB took the teetiaony of Mr. Eenneth Good in connection with the 
transactions described in Agency Functions' Legal Counsel's asaorandun 
dated Sept saber 18, 1987. The Supervisory Agent recoaaended to 08 
attorneys that the scope of the foraal ex aal nation be expanded to 
cover loans to 8DC Land Partners, Ltd. and Caabridge Developaent 
Company, real estate transactions with Bill Halters, and the 1986 and 
1987 audits by Coopers. (See Exhibit 223) 

Silverado notified the Supervisory Agent of a default on a 
$74.8 Billion loan Silverado had extended to 8DC Land Partners, Ltd. 
(approximately $52 allllon had been funded to date). The default 
occurred due to a failure by John B. Sullivan, a principal in SDC Land 
Partners, Ltd., to asks a $3 Billion payasnt on a $36 Billion loan 
from FirstBepublic Bank that had a prior position on the collateral 
securing Silverado's loan. (See Exhibit 224) 

The board provided a detailed 36-page response to the Supervisory 
Age nt 's letter and the Import as of December 1, 1966. The response 
stated that the board had been diligent in overseeing asnigsasnt's 
activities, and that although mistakes had been aade, the resourceful 
sad complex strategies utilised by Silverado to survive the difficult 
existing economic period should net be criticised because the 
strategies were new or different. The board responded that asset 
quality problems were primarily the result of poor econosLic conditions 
in Silverado's market area and not the result of poor underwriting, 
and noted that business plans were being prepared on all problem 
assets. The board also defended compensation levels and the 
self-funding of sales of stock and junior participation interests in 
the Loan Pool, stating that the acquisition of capital in this manner 
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and the loan loss coverage provided by the i*1m of junior 
part ie i pa t Iona were beneficial. Tho board denied that Silverado had 
intentionally understated problem assets and looses. The board also 
noted that interest margins had improved, due primarily to 

Silverado's investment strategy, and that the investments in mortgage 
derivatives did not Increase credit risk to Silverado which the board 
doome d to be of primary concern. The board's resp o nse enclosed a 
revised conflicts of interest policy, as well as exhibits supporting 
the board's position. (See Inhibit 22S) 

06/10/SS The Supervisory Agent and Agency Functions' Legal Counsel met with 
Silverado to discuss the default on the loan to SDC Land Partners, 
Ltd., and Silverado's workout alternatives. The Supervisory Agent 
took ne objection to a foreclosure and directed Silverado to put the 
loan on a nonaccrual basis for income reporting purpos e s. The 
Supervisory Agent noted that the information provided at the meeting 
indicated that the loan was an la-substance foreclosure, and directed 
Silverado to establish a specific reserve of $42. S million against its 
loan to SDC Land Partners, Ltd. The amount of the specific reserve 
wee supported by the FHLB of Topeka-ordered reappraisals of the 
underlying four properties collateralising the loan, which had been 
forwarded to Silverado on May 2, 19SS. On the primary piece of real 
estate securing Silverado's loan, the FILS of Topeka ordered 
reappraisal indicated a value of $40 million as opposed to the 
$121 million value indicated by the appraisal used by Silverado, to 
underwrite the original loan. (See Exhibit 22S) 

06/14/SS The Supervisory Agent confirmed in writing the supervisory directive 
presented to Silverado in the meeting on June 10, 19SS to establish 
approximately $42. S million in specific reserves against the loan to 
SDC Land Partners, Ltd. (See Inhibit 22S) 

06/20/SS Silverado informed the Supervisory Agent that Thomas Vartanian had 
been retained to assist with regulatory, merger and acquisition, and 
general legal matters. (See Inhibit 227) 

04/24/SS Zn a supervisory letter, the Supervisory Agent noted that infosmatioa 
received from Silverado reflected that the institution had acquired in 
excess of $S00 million in ISMXC residual investments. The Supervisory 
Agent Indicated that this was an unhealthy concentration and that 
Silverado did not have a sufficient capital position to support such a 
concent rat ion. Accordingly, the Supervisory Agent directed Silverado 

not to acquire any additional investments in RIMXC residuals or any 
other form of mortgage-derivative financial instruments. The 
Supervisory Agent requested that Silverado provide certain Information 
relating to cash flows from the residual portfolio, accounting Issues, 
and diversification within the residual portfolio. Silverado was also 
requested to address the concentration of assets issue and to more 
specifically detail Silverado's measures to control interest-rate 
risk. Xn a response dated July 8, 19SS, Mr. Wise enclosed the 
requested information and noted that Silverado had acquired the 
residuals in order to improve Interest margins and that Silverado had 
mitigated interest-rate risk though diversification of the residual 
portfolio Itself. (See Exhibits 22S and 229) 
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Xn anoth er supervisory letter, the Supervisory Agent directed 
Silverado to establish specific reserves totaling $21.7 million on two 
real estate properties. These losses were based on FHLB of Topeka 
ordered reappraisals that had been forwarded to Silverado. Silverado 
confirmed the establishment of the indicated specific reserves in a 
letter dated July 12, 1988. (See Exhibit 230) 

The Supervisory Agent notified Silverado in a letter that the FHLB of 
Topeka was going to order reappraisals on properties securing nine 
other loans at Silverado which the Report as of Dersmher 1, 1986 
indicated had materially deficient appraisals. The Supervisory Agent 
noted that this action was due to the results of reappraisals obtained 
to date. (See Exhibit 231) 

During June 1988, the FHLB of Topeka notified Silverado that the 
institution did not comply with the FHLB of Topeka's collateral policy 
for advances in that Silverado did not have a sufficient amount of 
eligible collateral pledged against outstanding advances. Silverado 
had apparently pledged REMIC residual investments as collateral for 
advances. Silverado was requested by the FHLB of Topeka's Credit 
Department to physically deliver pledged collateral, which was done on 
June 27, 1988. (See Exhibit 232) 

Silverado management indicated to the Supervisory Agent that it would 
appeal the FHLB of Topeka appraisal through the informal review 
process established pursuant to the Competitive Equality Banking Act. 
A meeting was scheduled for August 9, 1988 at Silverado's request in 
order to review Silverado's contention of defieienelee in the FHLB of 
Topeka ordered appraisal prior to a formal request for the informal 
review to an independent panel. (See Exhibits 233, 234, 238, and 236) 

Silverado's outside legal counsel, Thomas Vartanian, sent a letter to 
the Director of Agency Functions requesting that the due date for the 
revised Capital Plan be extended until August IS, 1988. The Director 
of Agency Functions approved the request by phone. (See Exhibits 237 
and 238) 

The Supervisory Agent and Agency Functions' Legal Counsel attended a 
meeting with senior management and representatives of Silverado to 
discuss Silverado's financial condition, acquisition negotiations, and 
residual investments. Silverado stated it was recording an additional 
$198 million in loan loss allowances, resulting in total loan loss 
al l ow anc es of $277 million, of which $141 million was considered to be 
general (unallocated) loan loos allowances. This adjustment would 
result in Silverado reporting regulatory capital of a deficit 
$23 million as of June 30, 1988. Capital on a OAAP basis was 
disclosed to be a deficit $186 million as of June 30, 1988. Silverado 
stated that the specific reserves established did not include the 
$42.6 million against the SDC Land Partners, Ltd. loan. 

The Supervisory Agent again directed Silverado to immediately 
recognise the specific reserve on this loan and requested a detailed 
analysis of Silverado's loan loss allocations. Silverado indicated 
that Coopers had been Informed of this $198 million adjustment on 
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July 10, 19M and that the audit report would be submitted to the nu 
of Topeka by July 29, 19M. Silverado advised that it would to 

issuing a praaa rolaaao comiaf tho loaa loaa rscsgaltleo and 
r es ulting insolvency. Although Silverado had exhausted its borrowing 
capacity at tho PULS of Topoka, Silverado was not overly coocoraod 
that tho praaa rolaaao would craata a liquidity crisis, in part doa to 
tho expected availability of funds from mortgage loaa aalaa. 
Silversdo than discloaad that negotiations wars und erwa y to aall 
Silverado to David Painbarg, a haw York in vast or, and MDC for 

$100 aillion, which would ha coaprlaad of cash and raal aetata. 

Chairman wise asked whether the structure of the proposed tr ana act ion 
would be acceptable, and waa told by tho Supervisory hgo at that 
inoufficiont information woo available for a response . Silverado 
asked if an acquisition with tho rotontloo of curroat management wee 
a cce p t able. The Supervieory hgent r esponded that any acquisition 

would have to reeult in the resolution of current con c e r ns regarding 
management. Silverado stated that the capital plan would be eubmitted 
by August 15, 19M (an extension to which the Supervieory ipeat had 
previously agreed) and would include inveetments in reeiduala and junk 
bonds. The Supervieory Agent reeponded that this type of plan wee too 
aggrgseive and would not be acceptable. Silverado ashed about the 
availability of capital forbearanca and waa told by the Supervieory 
Agont that Sllvorado would havo hurdloa to cloar in showing that tbs 
institution waa well-managed, that losses wars tha result of 
conditions, and that oparatlng axpa naa a , particularly compensation, 
had not boon and wars not eeceeelve, but that a specific rsepohss 
could not be given without a detailed application. Due to tho level 
of loes allowance# Silverado had ootabliehed, tho Su pe rvisory Agent 
a gr eed to postpone any additional reappraisals until the examiners 
reviewed the loans collateralised by the properties during the 
comprehensive examination scheduled to begin August 3, 19M. 

Silverado requested permission to purchase an additional $100 million 
in residuala pursuant to a purported oral agreement that Silverado 
would fund with the proceeds from the sale of certain mortgage loans. 
The Supervisory Agent agreed to meet with Silverado on August 3, 19M 
to review this proposal and Silverado's perspective on its residual 
portfolio. The Supervieory Agent advised Silverado that the board 
would be presented with a Consent Agreement due to Silverado's 
insolvent financial condition. (See Exhibit 239) 

Agency functions* Legal Counsel submitted a memorandum to tho Director 
of Ot setting forth the questionable aspects of Silverado's loan to 
MDC Land Partners, Ltd. and intarrelated dealings, and requesting that 
the formal axaaination pursuant to faction 407 (e)(2) be expanded to 
include a detailed review of these matters. (Sss Exhibit 240) 

Aftsr tha Supervisory Agent's easting with Silverado on July 19, 19M, 
tha PSA subsequently held a easting days thereafter with the 
Supervisory Agent, Director of Supervision, and Agency Functions' 
Legal Counsel to discuss Silverado's portfolio of EEKIC residuals and 
the Supervisory Agent's plan to require the institution to divest of 
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all residual investments that could be sold without a loss. Tha PSA 
objected to tha Suparvisory Agent's plan to raqulra divaatitura of tha 
REMXC raaidual invaatmanta, stating that tha Suparviaory Agent waa 
projactlng intaraat rataa. (Saa Exhibit 241) 

Tha Suparviaory Agant transmitted tha Raport aa of March 3, 1988 with 
a auparviaory lattar. Tha Suparviaory Agant notad that tha barging 
laauaa Task Forca (KZTF) of tha Financial Accounting Standards Board 
had racantly raviawad tha accounting for atrippad aacurity 
transactions and raachad a consansus that market valua (as oppoaad to 
intamally darivad valua) should ba tha basis for racording cartain 
salas of strippad aacuritiaa. Tha Suparvisory Agant requested that 
Silvarado provida a rasponsa by August 31, 1988 as to whathar 
accounting adjustments wars necessary and to detail tha position 
Silverado's independent accountants had taken on these sales for 
purposes of tha 1987 audit. Tha Suparvisory Agant notad that 
Silvarado had invested heavily in. REMXC residuals, that such residuals 
had substantial amounts of interest-rate risk, and that tha volatility 
of residual investments was a major supervisory concern. As Silvarado 
had developed an unhealthy concentration in RXMIC residual investments 
( 25 percent of total assets), tha Suparvisory Agant notad that a 
suparvisory directive had bean issued to prevent Silvarado from 
acquiring any additional residual investment or other mortgage- 
derivative financial instrument. (Saa Exhibit 242) 

Zn a lattar to tha Suparvisory Agant, Mr. wise updated fche 
negotiations with Mr. Felnberg and MDC to acquire Silvarado, and 
requested that tha Suparvisory Agant forbear for a 45-day period from 
requiring execution of a Consent Agreement in order to allow a 
definitive agreement to ba raachad. Mr. Visa also indicated that 
management would recommend to tha board that tha compensation of tha 
five senior officers and Mr. Mats ba reduced in tha range of 30 to 60 
percent, affective July 1, 1988, to foster a spirit of cooperation. 
(Saa Exhibit 243) 

Tha Suparvisory Agant sent five copies of a Consent Agreement to 
Silvarado, requesting tha directors and (if appropriate) Silverado's 
legal counsel to immediately begin a review of the Consent Agreement. 
The Supervisory Agent noted that questions or requests for 
clarification should be submitted to the Supervisory Agent or Agency 
Functions' Legal counsel, and requested that the board attend a 
meeting scheduled on August 15, 1988 to execute the Consent Agreement. 
(See Exhibit 244) 

Silverado informed the Supervisory Agent on August 2, 1988 that the 
Denver n ewspapers would be publishing stories on August 3, 1988 on 
Silverado's large net loss (over $200 million) due to the recognition 
of loan losses, and on the resulting insolvency of the institution. 
Silverado was advised to build its liquidity for a potential heavy run 
on deposits. Unfavorable stories were in fact published on Wednesday, 
August 3, 1988. A liquidity crisis quickly developed, as Silverado 
experienced deposit withdrawals of $86 million in the three -day period 
ended August 5, 1988. (See Exhibits 253 and 254) 
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0S/03/M A comprehensive txMintcion of Silverado was eoMtaetd. (Im exhibit 
24S) 

06/03/M The Supervisory Agent, in conjunction with the MLB of Topeka Crodit 
Department, hold * sooting with Silverado to discuss Silverado's 
investment otrotogioo and tho propoood purchaoo of an additional 
$100 nilllon investment in RXMZC residuals. Silverado and tholr 
investment advisors (Tho Blackatono Group) proaontod a alido ahow on 
tho bonoflta of roaidual investments, and provided information on 
Silverado's invoataont atratogioa rogarding roalduala and tha interest 
rato sensitivity of ita portfolio. Tho Supervisory Agent advised 
Silverado's aonior aanagoaont that it did not have tho capital baao to 
Invest in volatile invoataont a liko roalduala and that ita currant 
level of roaidual invoataont a waa too high. Tho Suporviaory Agent 
aleo advised Silverado that tho proceeds of tho loan sale intended to 
fund tho purchase of this roaidual invoataont should bo uaod Instead 
for investments in liquid assets, that suporviaory objection waa taken 
to this proposed $100 Billion purchase of residual, and that the 
directive issued on Juno 24, 19SS to restrict Silverado from investing 
in roaiduals or other mortgage derivative instruments would not be 
altered. The Suporviaory Agent also requested to be able to meet with 
the potential acquirers of Silverado with whoa negotiations were 
ongoing (Mr. Feinberg and KDC), in order to aaeeaa the validity of the 
potential acquisition. Chairman wise agreed to set up a meeting for 
this purpose. The Supervleory Agent asked about the market value' of 
the residual portfolio and waa told by Silverado that the market value 
waa approximately 90 percent of book value. (See Sxhlbit 244) 

0S/O4/M The Supervisory Agent reviewed subpoe n aed documentation (in connection 
with the ongoing formal examination authorised in April 19S7) from 
Coopers relating to the 19M audit during the first week of August 
19SS. Included in this documentation was an Internal memorandum signed 
by the engagement and concurring partners from Coopers outlining a 
meeting that Coopers had with Silverado on March 2, 19M. According 
to this memorandum, Silverado's management stated at the meeting that 
Silverado had not recognised loan losses on restructured loans in 19M 
on a net realisable value (lfXV) basis, and that it had changed to this 
methodology in 19S7 after receipt of a letter from Coopers noting that 
GAAP required loeoee to be recognised on an MXV basis for troubled 
loans. Silverado's aanagemsnt purportedly stated that loan losses 
were $29 million higher in 19S4 than reported in the audited financial 
statements, and suggested that the impact on the 19SS financial 

statements be reported as a change in accounting principles. Coopers' 

memorandum noted that they had sent a letter in July 19S4 Informing 

Silverado that NKV was the appropriate basis to establish loan losses, 
e xc ept la instances where fair value should be used. The memorandum 
stated that while that was the partners' understanding of how 
Silverado recognised loan losses in 19SS, the workpapers indicated 
that the restructured loans were not reviewed on an MKV basis. A 
referenced memorandum supporting that position referenced in the 
workpapers could not be found, according to Coopers * internal 

memorandum. he view of other workpapers confirmed that Silverado had 

actually reversed loan loss allowances of approximately $13.3 million 
during 19S4, not the $2.7 million reported in the Derambar 31, 19S4 
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income statement. The difference was dua to Silverado reeordlng 
prepayment ponaltioa on FHLB advances , loan work-out expenses, and RXO 
carrying expenses against loan loss allowancas. lumary memoranda 
praparad by Coopars indicatad that audit adjustments wara not proposad 
as Coopars deemed tha amounts to ba immaterial for racl ossification 
and tha loan loss allowancas to have sufficient "cushion" nat of these 
reductions. (Sea Exhibit 247) 

Silverado was requested to inform tha Supervisory Agent whether MDC or 
any senior officer had provided Silverado notice for the acceleration 
of payment of any outstanding subordinated debt issuances. Silverado 
was also directed to immediately notify the Supervisory Agent if any 
notices for acceleration of payment of outstanding subordinated debt 
issuances was received hereafter. On August 11, 1988, Silverado 
confirmed in writing that no notices for acceleration of payment had 
been received to date. (See Exhibits 248 and 249) 

Silverado communicated that anticipated eheek clearings would reduce 
liquidity to a level less than $5 million on Monday, August 8, 1988, 
and that the Sunday editions of two of Denver's newspapers w er e 
anticipated to have unfavorable articles on Silverado, chairman Wise 
was advised by the Director of Supervision and Agency Functions' Legal 
Counsel that a FSLXC guarantee of FKL8 of Topeka advancee was not 
available in the absence of an executed Consent Agreement. (See 
Exhibit 253) 

The FHL8 of Topeka's Credit Department requested that Silverado 
develop a plan of action to bring the institution into compliance with 
the FHLB of Topeka's collateral policy, which Silverado submitted on 
August 25, 1988. A revised plan was submitted on September 22, 1988. 
The revised plan was rejected by a letter dated October 3, 1988 
because it did not project compliance until November 1990. Silverado 
was requested to take certain actions, including the sale of 
ineligible collateral, to reach compliance at a faster rate. 
Silverado was told that cospllance was expected by June 30, 1989. 
(See Exhibit 250 and 251) 

Zn light of eonoarn over Silverado's precarious liquidity position, 
the board held a special meeting on August 6, 1988 to execute the 
Consent Agreement, effective August 5, 1988. The consent Agreement 
implemented very strict operating conditions on Silverado. Various 
provisions of the Consent Agreement restricted loan originations and 
modifications, borrowing activities, real estate investments, 
investments in any financial instruments other than qualifying liquid 
assets, increases in compensation or personnel, off balance sheet 
transactions, affiliated transactions, changes in accounting methods, 
and amendments to Silverado's charter or bylaws. Silverado was 
restricted from increasing its liabilities in excess of the amount 
implied by Interest credited, or in Incurring material obligations not 
in the ordinary course of business. The Consent Agreement required 
Silverado to submit a (financial) Operating Plan (including pro forma 
financial statements) for supervisory approval within 60 days. 
Silverado was also required to submit a Management Plan within 45 days 
which provided for the reduction of senior management compensation and 
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the replacement of senior and middle tntgmnt, as appropriate , with 
now experienced officers with the attendant coeel font to eafe and 
aound buaineaa practlcea. The Conaent Agreeaent authorised the FSLZC 
to negotiate a plan of merger, coneolldatlon, transfer of aeeeta and 
liabilities, reorganization, acquisition of, or capital Infusion or a 
Management Services Agreement. The board agreed with the execution of 
the Consent Agreement to take actions necessary to effect a plan 
presented by FSLZC. The directors also agree d to resign at the request 
of the Supervisory Agent under other provisions of the C on s e n t 
Agreement. (See Exhibit 2S2) 

The Director of Supervision submitted a memorandum to the Director of 
the Financial Assistance Division of FSLZC providing a brief 
supervisory history of Silverado in support of the FHLB of Topeka's 
request for the FSLZC to guarantee advances to Silverado. (See 
Exhibits 253 and 254) 

The FHLB of Topeka was notified that the FHLBB had authorised FSLZC to 
guarantee up to $450 aillion in advances to Silverado (FHZ3B 
Resolution No. 88*679) and copies of the Guarantee Contract were 
received for execution by the FHLB of Topeka. Through November 9, 
1989, Silverado had obtained FSLZC guaran t eed advances totaling 
$164 million to fund deposit outflows. (See Exhibits 2SS and 2S6) 

The Supervisory Agent and District Appraiser met with Silverado had 
the appraisers who performed the original appraisal (dated January if, 
1987) on the primary collateral property for the loan te SDC Land 
Partners, Ltd. The appraisers adsd.tted that the current value of the 
property was considerably less than their original value. Zt was also 
learned that Mr. Sullivan had withheld a sales contract from the 
appraisers that would have adversely impacted the appraisers' assigned 
value had they known about it. The alleged deficiencies in the FKL8 
appraisal were review ed , with a subsequent review by the District 
Appraiser indicating that no material changes in value would result 
from Silverado's contentions. Silverado did not pursue a formal 
request for an informal review of the FHU of Topeka appraisal by an 
Independent panel. (See Exhibit 257) 

Chairman wise notified the Supervisory Agent that Nr. Feinberg had 
dropped out of ongoing acquisition negotiations, and that Silverado 
questioned whether an acquisition by MDC was in the best interests of 
FSLZC and Silverado, due to a lowering of KDC's debt ratings, the 
substitution of land for cash, and MDC's desire for FSLZC assistance 
in any deal for Silverado. Nr. Wise reiterated his desire to see an 
unassisted acquisition of Silverado. (See Exhibit 288) 

The Supervisory Agent sent Silverado the FHLB of Topeka Supervisory 
Approval Procedures Kanual for use in submitting proposals for 
supervisory approval and in preparing the detailed bimonthly reports 
required under the Consent Agreement. Additionally, the Supervisory 
Agent sent Silverado a letter on August 11, 1988 requiring Silverado 
to immediately establish a management team to initiate a review of all 
deposit accounts for the applicability of insurance coverage. The 
management team was also requested to review record keep! ng practices 
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on accounts (account titles, signature cards, ate.) and to identify 
and correct any deficiencies. Silverado was requested to submit an 
initial report by September IS, 1988, and to update this report in 
subsequent bimonthly reports. (See Exhibits 259 and 260) 

The Supervisory Agent received a letter from Vice Chairman and Chief 
Financial Officer Lewis requesting supervisory approval to reinvest 
the amortisation from its residual portfolio into new residuals, to 
reinvest $70 million in proceeds from a proposed loan sale in new 
residuals, and to allow Silverado to invest up to an additional 
$100 million in new residuals in a rising Interest rate environment. 
(See Exhibit 261) 

The Colorado rn mm l ss loner sent a Findings of Facts and Order of 
Compliance to Silverado ordering the infusion of $62.1 million in 
capital into Silverado by October 13, 1988. The Order of Compliance 
also mandated that Silverado not accept or renew any uninsured deposit 
and to pay monthly Interest on deposits over $100,000. (See Exhibit 
262) 

The Supervisory Agent received a request from Silverado's Treasurer 
Dan Cheever to invest $5.4 million in a new residual. The Supervisory 
Agent notified Mr. Cheever that supervisory approval for new residual 
investments would not be forthcoming and that available funds should 
be invested in qualifying liquid assets, given Silverado's failure* to 
meet liquidity requlrsms n ts. The Supervisory Agent suggested that the 
residual portfolio could be rebalanced through selling off residual 
investments . 

Silverado submitted a revised Capital Flan required under the October 
26, 1987 Operating Agreement, stating that the revised capital plan 
was also being submitted as an application for capital forbearance 
under Section 563.47 of the Insurance Regulations. This plan 
projected an annual growth rate of 9 percent, with 35 percent of that 
growth to be in residual investments. The application requested, and 
the pro forma financial statements were also based on receiving 
forbearance from outstanding supervisory directives which limited 
growth, brokered deposits, and residual investments. (See Exhibit 
263) 

The Supervisory Agent requested that Silverado provide a detailed 
analysis of liability growth since May 3, 1988, as supervisory review 
indicated that Silverado was not in complianoe with the directive 
limiting growth (particularly in the three-month period through July 
19M). The Supervisory Agent also directed Silverado to submit a 
weekly report on changes in liabilities to facilitate monitoring 
efforts. Silverado's managsment submitted a response dated 
September 2, 1988, disagreeing that the institution had violated the 
supervisory directive on growth. Silverado's analysis indicated that 
growth was due to the funding of binding commitments. Submissions of 
subsequent weekly liability reports and review of monthly TFRs 
indicated that Silverado's liability growth was being restricted in 
compliance with the supervisory directive and the Consent Agreement. 
(See Exhibit 264) 
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The Supervisory Agent received a letter fro* Mr. Lewis * 9*111 
requesting supervisory approval of rtiovMtMot of — nrt.lutloa fro* 
Silverado's residual portfolio Into now residuals. Mr. Lewis 
indloAtod that without rebalancing (through acquiring now residuals), 
extra** lnteroot-rato risk could bo Introduced Into the residual 
portfolio. (Son Exhibit 265) 

The board provided a reeponae to the Deport aa of March 3, IMS and 
the related eupervleory letter. The board Indicated that the 
$21 nil lion gain on the eale of oertaln principal-only eecuritiee had 
been reversed aa requested, noting that Coopers had agreed with the 
original accounting position t i h ee by Silverado and that Silverado 
would not have been able to obtain *arhot valuee at the ti*e the 
transactions were coneuanated in 19S7. ha to Silverado's reel dual 
portfolio, the board responded that the Supervisory Agent's position 
that the residuals had eater lal Interest-rate risk varied with tbs 
ev miners * conclusions. The board Indicated that the residuals were 
not Inherently risky but that extra** Interest-rate risk would bs 
Introduced into the realdual portfolio If Silverado were prohibited 
fro* modifying the yield profile of the portfolio through additional 
investments in residuals. This rebalancing would allow Silverado to 
effectively manage the Interest-rate risk in the portfolio. (See 
Exhibit 266) 

Chairman Wise notified the Supervisory Agent that Silverado was 
negotiating with Jack Vickers, Jr., Denver, Colorado, to acquire 
Silverado on an unassisted basis and that It was anticipated that the 
acquisition could be discussed further with supervisory staff 
September 10-15, 198S. As part of the Vickers discussions, Frank 
Lownan (former President of Fourth Financial Corporation, Wichita, 
Kansas) was being co nt a ct ed as a potential Chief Executive Officer for 
Silverado. (See Exhibit 267) 

Supervisory staff con t a c ted qualified la-etate Institutions during the 
first week in September ItSS regarding any Internet la acquiring 
Silverado. None had any Internet la acquiring Silverado. 

Zn response to a request from Silverado, the Supervisory Agent waived 
a liquidity penalty for the nonth of August 19SS. Silverado's 
application noted that deposit withdrawals were well In exoess of 
$100 million during the month. (See Exhibit 26S) 

The Supervisory Agent sent a memorandum to the Director of the Mergers 
and Acquisition Division of FSLZC recommending that Silverado be 
transferred to the FSLZC for case reeolutlon. (See Exhibit 269) 

Silverado submitted a request for supervisory approval of a proposed 
amendment to its Articles of Incorporation which would eliminate or 
limit the personal liability, unde r certain circumstances, of a 
director to Silverado or its shareholders for monetary d images for 
breach of fiduciary duties. (See Exhibit 270) 
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The Supervisory Agent notified Silverado of supervisory objection to 
proposed a m e n dme n ts to Silverado's Articles of Zneorporstion ss 
submitted on September 9, 1988. (See Exhibit 271) 

Silverado submitted a letter sunmarlsing the procedures implemented in 
response to the Supervisory Agent's letter of August 11, 19SS 
regarding uninsured deposits. The letter noted that the requested 
management team had been formed, and noted that as of Septs^er 12, 
19SS that over 70 percent of the uninsured amount cases had been 
resolved, with 11.89 million in uninsured deposits remaining on that 
date. (See Exhibit 272) 

As the capital plan submitted by Silverado on August 17, 19M did not 
project compliance with the m i n imum regulatory capital requirement by 
January 1, 199S, as required by Section 942.47 of the Insurance 
Kegulatione, the Supervisory Agent notified Silverado that the plan 
was deficient and not acceptable for processing under the cited 
regulation, and that, therefore, the application for capital 
forbearance was considered withdrawn. Silverado did not resubmit an 
application for capital forbearance. Silverado did not qualify for 
capital forbearance in any event, as Silverado's losses were not 
primarily due to depressed economic conditions, Silverado was not 
considered to be well managed, and Silverado's compensation expense to 
senior officers was excessive. (See Exhibit 273) 

The Supervisory Agent received a letter from Silverado's board 
informing the Supervisory Agent of its extreme concern over the 
refusal of the Supervisory Agent to approve additional i n ve stmen ts in 
new residuals, and that extreme interest-rate risk could be introduced 
into the residual portfolio without additional investments. The 
directors noted the income contribution of the current residual 
portfolio. The Supervisory Agent scheduled this issue as a topic for 
discussion at a meeting which was held with the board on October 28, 
19M. The EZC of the examination of Silverado nnmmsnnsrt on August 3, 
IMS notified the Supervisory Agent during September 19M that the 
residual portfolio (totaling $674 million) had a market loss of 
S17B million. (See Exhibit 274) 

The Supervisory Agent received the Management Elan required under the 
terms of the Consent Agreement, with a request from ths board for a 
mooting with the Supervisory Agent. The Management Plan called for the 
termination of Vice Chairman Richard Vandapool with nine months of 
severance pay, and the termination of certain lower level senior 
officers with six months of severance pay. The Management Plan also 
set forth that Chairman Wise and Vice Chairman Lewis would be retained 
at reduced salaries ($96,000 per year), and that Mr. Nets's consulting 
contract would be terminated. The Management Plan was to be 
implemented after receiving supervisory approval. The Supervisory 
Agent attempted to meet with the board on September 22, 19M but could 
not be accommodated. Silverado's legal counsel was requested by the 
Supervisory Agent to submit an analysis of the effect of the 
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Hsn igs— nt Plan on Milting — ploy— n t eontriets with —hi— officers. 
A Mooting was subsequently scheduled on Oetobor 21, 1966 to dlocuoa 
tho Management Plan and other iaauoo (roaidual investments , 
roeapitalisation) . (Soo Exhibit 275) 

09/22/66 Agency Functions' Logal Counsol and tho Supervisory Agent met with tho 
Colorado Co— isslonor and logal counsol roprosonting tho Division of 
State Savings and Loan to discuss tho intontion of ths PHLB with 
rospoct to futuro actions to bo taken at Silverado. Tho Colorado 
Co— 1 sslonar was advised that, given tho insolvent condition of ths 
institution, tho existence of lucrative — ploy— nt contracts and 
significant a— unts of subordinated debt, and co n cern over pr o p ose d 
workouts of a number of questionable loans, tho PELS had ths inte nt ion 
of raco— and lag that tho PKLBB appoint tho PSLZC as receiver for 
Silverado and that tho institution bo placed into tho HCP program. Tho 
disclosure was —do to tho Colorado Co— Isslonor because — istiag 
statute required tho Colorado Commission— 's written permission and 
concurrence with the grounds for the appoin t— nt of a re— Ivor, and to 
learn of any concerns the Colorado Cn— 1 ssioner had before proceeding. 
The Colorado Co— isslonor was nonrn— 1 ttal — the subject at this 
meeting. (See Exhibit 276) 

09/29/SS At a regularly scheduled quarterly smetlng b stun on ths rtial rean of the 
FHLBB, OSA and FHLSS officials, and ths PSA and his staff, ths 
Supervisory Agent updated the Chairman — the than current states' of 
Silverado. The Supervisory Agent noted that a Consent Agreement bad 
bea n executed, that a recommendation for a re— ivershlp action would 
be forthcoming, and that one director (Nell Bush) had r— igned. The 
Supervisory Agent esti— ted the "hole" at Silverado to range from 
S400 million to $600 million. Agency Functions' Legal Co— 1 updated 
the Chairman on the status of the ongoing 407 (m) (2) formal — 1 net ion 
of Silverado and advised that certain transactions undertaken by, or 
on behalf of. Director Nell Bush were of significant supervisory 
concern. (See Exhibit 277) 

10/04/66 Silverado notified the Supervisory Agent of the status of — got iat ions 
with thr— pote nt ial acquirers, encl— lag a signed letter agreement 
that —lied for Silverado to pay for a oomfort letter fr— independent 
accountants. This letter a gr ee — nt also indicated that retention of 
current management would be sou ght, and specified special treat— nt 
for a preferred shareholder, NDC. Silverado noted that all the 

potential acquirers with wh— active negotiation s we— ongoing ware 
likely to rogue at a PSLZC "backstop" — loss — in order to acquire 
Silverado. (S— Exhibit 276) 

10/06/66 The Supervisory Agent re— ived an Op— atiag PI— submitted by 

Sllv— ado pursuant to ths Cons— t Agreement exe cu ted — August S, 
1966. Ths financial projections in this pi— cov er ed ths p— lod 
thr— gh December 31, 1969. The pi— projected no growth, reduced 

gen— al and administrative expen— s, and l n c r ea— op— ating los s es due 
to a high— — st of funds. (S— Exhibit 279) 
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10/07/M The Supervisory Agsnt sent a Isttsr to Silverado requesting detailed 
information on the potential acquirer with whoa a letter agreement had 
been signed, noting that the Consent Agrssmant appeared to be violated 
with Silverado's agreeaent to incur a material obligation (paying for 
a comfort letter), questioning the propriety of provisions of the 
letter agreeaent dealing with management and MDC, and advising 
Silverado that its representatives were utterly without authority to 
negotiate FSLXC assistance. The requested information was to be 
submitted by October 19, 1968. The Colorado Commlsslongr likewise 

requested information on this potential acquirer. These Issues were 
put on the agenda for the meeting scheduled on October 28, 1988 
between the board and the Supervisory Agent. (See Exhibits 280 and 
281) 

10/ 17/M The Supervisory Analyst sent a memorandum to the FSLZC requesting the 
status of the Supervisory Agent's recommendation on September 12, 
19S7, for the transfer of Silverado to the FSLZC. (See Exhibit 282) 

10/17/86 Zn August and September 1988, Silverado attempted to work out an 
arrangement regarding the loan to SDC Land Partners with Hr. Sullivan 
whereby Silverado would release Mr. Sullivan from all claims in return 
for leeds to the subject property. The Supervisory Agent objected to 
this arra n gement and notified Silverado that forecloeure was the only 
alternative presented to which supervisory objection would not be 
taken. The Supervisory Agent also requested written confirmation that 
Mr. Sullivan and related entities were not receiving any form ‘of 
dloburesmsnte from Silverado's loan to SDC Land Partners, Ltd. 
Silverado subsequently initiated a foreclosure action and confirmed 
that disbursements to Mr. Sullivan were not being made. (See Exhibit 
2S3) 

10/16/68 The Supervisory Agent and EZCs for the last two Silverado examinations 
attended a meeting at the FKLB of Dallas called by a Senior Analyst 
with OKA to discuss possible transactions between MDC Moldings, 
Silverado, Lincoln Savings, and San Jacinto Savings. Also present at 
the meeting were the Supervisory Agent (from the PBLS of Dallas) for 
San Jacinto Savings, a Supervisory Agent from the PKLB of Seattle who 
wes assigned to Lincoln Savings, and other supervisory and OXA 
personnel. The Senior Analyst advised that ORA was looking for 
evidence of a "daisy chain" between the cited entities. Of partifular 
interest was whether securities had been "parked” at the insured 
institutions by Drexel Burnham or other brokers. The Supervisory Agent 
and BZC advised those present that they were not aware of any evidence 
that securities had been "parked" at Silverado, although it appeared 
that Silverado did have certain real estate transactions with MDC 
w h e r e Lincoln may have either bought from or sold the same property to 
MDC at arms point in time. The EZC was requested to obtain certain 
information from Silverado regarding the sale or purchase of loans to 
or from San Jacinto Savings, loans from Silverado to any subsidiary of 
Southmark Corporation, Silverado's lnvolvsmsnt in corporate debt 
securities, and any continuing involvement with MDC in land 
transactions, loans, or other types of assets. The Senior Analyst also 
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requeeted that Ott be supplied with a list lag of aaeh laoorod 
Institution'* eubeidiariee, and that oath than follow op with tha 
invited partlaa any Information roquaata . Tha information requeeted o! 
tha SZC wee aant to tha lanior Analyet in on on Sovenber 17, 19M. 
(Saa Exhibit 214) 

10/21/M Tha Supervisory Ag ent waa forvardad a memo nn Sum from tha TBJ ot 
Topeka*e Financial Znat r uma nt a Spaeialiat (FZ8) regarding a recant 
review of Sllverado*a reeldual portfolio. Tha PIS noted that tha moot 
current interact rata aenaltlvlty profile of tha portfolio 
(September 1, 19M) indicated that a 100 baeie point laereaee ia 

intaraat ratea would daoraaaa tha yield on tha portfolio from 9.S4 
percent to 5. <9 percent, wall below 811verado*a coat of funda. Tha 
TIM further noted that tha algnlficant ahift ia tha eeneltlvitj 
profile from one month earlier indicated vary evident Intereet-rata 
rink in tha portfolio, due to nonpar allal ahifta ia tha yield curve. 
Yield curve rich waa aleo noted to be tha primary factor for tha 
currant 1175 million market loan ia tha reeldual portfolio. (Saa 
Exhibit 2SS) 

10/21/M Tha Colorado Coamiaaionar diaouaaad Silverado with tha PM, indicating 
that tha Colorado Co am l calcmer would act to oloaa Silverado at tha cad 
of tha month due to Sllvaredo*e failure to iafuae capital aa required 
under tha Order of Compliance dated August IS, 19M. 

e 

10/24/M The Suparvleory Agent received a memorandum from tha Dimeter of tha 
Margera and Aequialtion Dlvleloa of FSLZC, dated Oct char 20, IMS, 
acknowledging tha FSLXC'a aooaptanoe of tha Superviaory Agen t * i 
recommendation on September 12, 19M, that Silverado bo tr ana far red tc 
tha FSLZC for diapoaltion. Zn a d lacuna ion with tha Director ol 
Supervision on thia data. Agency Functional Legal Counaal waa adviced 
that FSLZC ropreaantatlvea had etated that FSLZC would be unable to 
accept appointment of a receiver in October, and requeoted that FBL1 
of Topeka repreeentatlveo aaak a two month ext ana ion from tha Colorado 
Oaamiaeloner. (Saa exhibit 2M) 

10/2S/M Tha Superviaory Ag en t and Agenc y Puaetlona’ Legal Pounce! diaouaaad 
tha Flndinga of Fact and Sllverado'e oloouro with tha Ooloradc 
Commiaalonar. Tha Superviaory Agent aant a latter to tha Colorado 
Coamiaaionar requaating that tha capital call be extended aa 

additional 4S days ao that adequate time waa allowed for tha FHLBB tc 
act. Cm October 27, 19M, tha Superviaory Agent aant a mom detailed 
letter requaating that tha Colorado m met aclonor not act before 
Danatiir IS, 19M to eloae Silverado. (See Sxhiblta 2S7 md 2M) 

10/27/M The Superviaory Agent received an analytic from Silverado* a out a Ida 
legal counaal on the effecta of the Hina patent Plan on existing 
onployment contract a. The opinion atated that the Wnigamant Flat 
would violate ax la t log employment oontracta and that p r o p ound 
termination pay waa leaa than that called for under tha employment 
contract a. (Sea Exhibit 2S9) 
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10/27/M Age ncy Function* * Legal Counsel provided a HMraadu* to the Associate 
General Counsel of the FKLM describing the contingent liabilities 
existing at Silverado. (See Exhibit 290) 

10/28/M The Supervisory Agent and Agency Functions' Legal Counsel net with 
Silverado's board. The Supervisory Agent was Inf or e ad that the letter 
■ gr a sca nt with the potential aeguirer had expired and that there would 
be no further negotiations with this potential acquirer. The 

Supervisory Agent reviewed the violation of the Consent Agreeaoat 
arising free execution of the latter agreenont, and the board 
indicated that prior approval would be sought before any future 
docueents regarding an acquisition were executed. Silverado updated 
the status of negotiations with other potential inventors, and 
adnitted that FSLXC assistance would be required to effect an 
acquisition. The Menagenoat Flan was discussed, with the board 
indicating that it wished to eutaelt a revised Msasgsnant Flan duo to 
its realisation of how difficult personnel outs would be on operations 
at thin ties. The Supervisory Agent said that the hoard should 
consider the repleoeeent of personnel if it felt cuts in the nuntoer of 
personnel were not appropriate. The Supervisory Agent advised the 
board it needed to consider additional changes in top aoaagonent other 
than those previously outlined. The board stated that Mr. Wien and 
Mr. Lewis should be retained because they were aoet likely to he able 
to obtain recapitalisation, and because of the difficulties in finding 
suitable ropla c ses n ts . The board defended the perfomsnno .of 
naaegeeent, stating that Silverado's losses were a result of the pbor 
o o o n ony. The Supervisory Agent disagreed, stating that Silverado's 
looses wore net prlnarlly due to the poor econoey, hut to excessive 
credit risk and unsafe and unseund practices. The Supervisory Agent 
further noted that the board continued to support neaagonant's desire 
to acquire additional residual Invest sent a, even though the Silverado 
already had an unsafe and u n seu n d oonoentratloa in residuals, did not 
have sufficient capital to justify an love font in ouch volatile and 
risky securities, and had a ear bet loss of $17S nil lion in its current 
portfolio. Tbs S u pe r viso r y Agent stated that Silverado did net have 
the liquidity to acquire additional residuals and that Silverado 
should be ettenpting te increase liquid assets. The beard request od 
that it be given until Mevenber 19, 1M8 to eutaelt a revised 

Managenent Plan, te which the Supervisory A g e n t agreed. The 
S u pervisory Agent and Agency Functions* Legal Counsel then net with 
the holding eenpeny directors to discuss the status of holding co npa ny 
loons te Mr. Vise and Mr. Mots (which wore noted te he in default). 
Mr. Vino anted that Nr. Lewis and Mr. Vend spool had resigned fron the 
b ea r d of the holding conpany on his advice, even though this action 
only ledt two directors (Messrs. Nine and Mots), one lees than 
required under the conpany 'a bylaws. Mose r s, wise and Meta told the 
Oupervieery Agent that they did net have the c a p a c ity to currently 
repay those leans and wore working on a plan of action on these leone 
which would be oubnitted for supervisory approval. This plan is te be 
oubnitted to the Sup ervisory A ge nt on MnyStr 19, 19M. (Pee Inhibit 
2»D 
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11/04/M Tbs PM nmM * l«tt«r dttad WfiTiaMr 1, ltM from the Colorado 
fVlMlonir «aelotiog an A m ended Findings of Pacts sad Bactaaaloo of 
Ordar of Compliance, extending tba data for Silverado to infuse 
sufficient capital to Darsahar 1, 1PM. Tba lattar laforaad tba PM 
of tba Colorado Commissioner's iataatioa to taka poaaaaalon of aad 
eloaa Si Ivor ado aot lator than tba eloaa of business oa Friday, 
December 14, 19M. (Saa Exhibit 292) 

11/07/M Tba Supervisory Agent notified Silverado that tba Oparatiag Plan 
received oa Octoba r 4, 1944, was unacceptable. Tba Supervisory Agent 
aotad that tba plan was teo generalised, included tba reinvestment of 
maturing asset dollars into mortgage derivative products, did aot 
adequately address lnterest-rate-rlsk aanagsaant or iaveetmont 
polloias, aad did not project a realistic level of credit losses* Tba 
Supervisory Agent requested that a revised Operating Plan be submitted 
by November 30, 1944. (See Exhibit 293) 

11/07/M The PHLB of Topeka Agency Punctions en g aged Smith Breeden Associates 
to perform a review of Silverado's CMO/MEMXC residual portfolio as of 
isptsnhsr 30, 19M. The completed report, dated Bovsnber 14, 19M, 

indicated that Silverado had erred in pricing the residuals at 
acquisition by not taking into amount forward LX BOB rata projec ti o ns . 
Tbs report indicated the portfolio had a loss ranging free 

$244 million to $300 million ba s e d oa current interest rates. (See 
Exhibits 294 aad 294) 

t 

11/09/M Tbs PM submitted a recommendation to the PELH that a receiver be 
appointed for Silverado based on the grounds that! (1) Silverado was 
insolvent; (2) that Silverado had suffered a substantial dissipation 
of assets due to violations of laws, rules, and regulations, and due 
to unsafe aad unsound business practices; aad, (3) Silverado rsmalniil 
in an unsafe and unsound condition to transact business. (See 
Exhibits 294, 297, and 294) 

11/1S/M Silverado submitted a revised managmMnt plan pursuant to the Consent 
Agreement, with the board of directors requesting a meeting with tbs 
Supervisory Agen t to discuss the minsgsmsnt plan. Tbs revised plan 
provided for substantially lower executive salaries, but did act call 
for the termination of any senior or executive officers. (See Exhibit 
299) 

11/17/M Pleld work was completed for tbs examination commenced August 3, 19M. 

Tbs oonplstait examination report was forwarded to the Supervisory 
Agont in April 1949. (See Exhibit 300) 

11/30/M Silverado submitted a revised Operating Plan (required under the 
Consent Agreement e x e cut ed in August 19M) pursuant to the Supervisory 
Agent's request on Bmrsmhsr 7, 19M. (See Exhibit 301) 

12/04/44 The Supervisory Agent notified SPC that it was not in eonplianoe with 
the Operating Agreement regarding the loans extended to Messrs. Wise 
aad Meta, aad directed SPC to contribute the notes to Silverado so 
that the institution would reoelve the benefit of any payments made oa 
those two notes. (See Exhibits 302 and 303) 
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Silverado Banking - Asset Growth 

December 1976 - October 1988 
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Gross Assets 

June 30, 1986 
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Silverado Banking 

Capital Composition as Reported by Mgmt 


Millions 
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Com Stock/Surplue WM Retained Earnlnge 

Sub’d Debt I'J Preferred Stock 
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Silverado Banking 

$1 Billion Loan Pool: Composition 
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Bought 
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"Quid Pro Quo’ Program 

Loans 

Funding Sales of Stock 
Ex: Aurora Galleria 
Funding Sales of Junior Participations 
Ex: City view 

Funding Sales of Problem Assets 
Ex: New York Co-op Loan 
Funding Sales of Stock & Problem Assets 
Ex: Neusteters Building 

Funding Sales of Stock & "Strengthening* Loans 
Ex: Aurora Business Center 

Real Estate for Stock Deals 

Block 1 

Guaranty Bank Building 


"Quid Pro Quo’ Program 

City view Loan 


LOAN PROCEEDS 


Cud to Borrower $23.0MM 

Purchase Junior Participation (Pool) 17.8 

Fooa (Immediate Income to Silverado) 1.6 

Future Caeh to Borrower 7.2 

Funde for Development 9.0 

Tax Reeeree 6 Other Cloelng Item# 1.4 

Subtotal $69.9 


Negative Amortization (3-4 yeare) 


13.9 


TOTAL 


873.8MM 


COLLATERAL VU.UE 



Senior 

Silverado 

FHLB- 


Debt 

Appraleal 

Topeka 

Appraleal 

Cltyvlew Property 

S31.7MM 

S118.3MM 

840.0MM 

Mayfield A 360 

7.2 

17.8 

8.6 

Baird Farma 

1.4 

4.7 

3.1 

Bert $ Davie 

0.6 

2.6 

1.6 

TOTAL 

S40.SMM 

S143.3MM 

863.2MM 


LOSS 


Directed Writedown - (41.4MM 
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"Quid Pro Quo’ Program 

Loan Funding Sale of Stock & Problem Asset 

NEUSTETER3 BUILDING 
LOAN PROCEEDS 

Purchaaa of Holding Company Stock 
Purchaaa of Subordinated Interact 
In Problem Loan 
Loan Fee (Income to Silverado) 

Intereat Reaerve 
Purchaaa of Property 
Conatructlon Funda A Other Reeervea 
Other Cloelng Itema 


TOTAL 

VM.UE 


Silverado Appralaal - 11/86: 


Land, Building A Improvementa 

Aa la 

11.60MM 

A» Renovated 
14.90MM 

TDRa- 

14.60MM 

14.60MM 

TOTAL 

326.00MM 

329.40MM 

FHLB-Topeka Appralaal - 11/86 A 

Land, Building A Improvementa 
TDRa (Tranaferable Development 

01/04/88 

Righta) 

$1 2.80MM 
.30MM 

TOTAL 


313.10MM 


LOS 9 

Directed Loee 312.90MM 

* Transferable Development Righta 


31.26MM 

3.76 

.76 

2.70 

10.80 

6.10 

.86 


C26.00MM 
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"Quid Pro Quo” Program 

Real Estate for Stock Deals 


BLOCK 1 


PBOOECM 

Sait* Price $39.9 MM 

Leoe Credit for 


Aaeemptten of Flrot Mortgage Loan from 


Another Financial Inetltutton 

$18.0 


Payment on Flrat Mortgage 
Pay off Second Mortgage Loan 

3.1 

(1) 

from Silverado 

9.1 

(1) 

MleceNaneoue Cleelng Itema 

0.1 

(1) 

TOTAL 

$28.3 

MM 

Caah to Stockholder 

$ 6.6 

(2) 


(1) Funding for thoao Itoma waa provided through 
Sllvorado'a lino of crodlt to Chambere-Tower. 

(2) Thla amount plua $0.1 MM In caah from Stoekholdor 
funded Stockholder’ purehaao of $6.7 MM of SFC 
Common Stock Claaa A. 

VALUE 


Purehaao Price to Stockholder - - 09/86 $22.6 MM 

Silverado Appralaal -- 09/09/86 38.4 

Silverado Appralaal -- 12/26/86 33.9 

FHLB of Topeka Appralaal -- 12/26/88 22.6 

FHLB of Topeka Appralaal -- 12/02/87 22.6 


DIRECTED LOSS - $16.9 MM 
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"Quid Pro Quo’ Program 

Real Estate for Stock Deals 

GUARANTY BANK BUILDING 
PROCEEDS 


Salas Pries 
L«n Credit for 

Pay off of Saeond Mortgags Loan 
from Anothar Financial Institution 
Closing Itama 


$20.4 M 

$ 12.0 ( 1 ) 

0.2 ( 1 ) 


TOTAL 


$12.2 MM 


Cash to Stock holdar (1 7th $ Stout) $ 8.2 (2) 

(1) Funding for this Itam was provldad through 
Sllvarado’a llna of cradlt to Chambars-Towsr. 


(2) This amount plus $0.1 MM In cash from Stockholdar 
fundad Stockholdara’ (17th $ Stout's) purchaaa of 
$8.3 MM of SFC Common Stock Class A. 


VkLUE 

Sllvsrado Appraisal -- 12/26/86 
FHLB of Topaka Appraisal -- 12/26/86 
FHLB of Topaka Appraisal -- 12/02/67 


$20.4 MM 
10.2 
10.2 


DIRECTED LOSS ■ $11.6 MM 
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FUNDING OF HOLDING COMPANY LOANS 


Wise 


Metz 

1 

Developer 


Other 


: 


■ 

and 


Preferred 


II 


I 

Preferred 


Stockholders 




■ 

Stockholder 





draws on line of credit 

$16.5 MM 

L • • • SIC buys partnership interests $16.5 MM j 

U — Developer buys SFC stock 

$ 7.0 MM 

■■■■ SFC uses proceeds: 


•Loans 

$4.0 MM 

•Prepay Dividends 

$2.9 MM 

•Bonus 

$0.1 MM 
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OMAATINO MSMIMRT ftCV t CS* 

This OporatiAf rx -ir jlBSSEES ^ i. 

effective this JL71 day of (L^ro 6^ 1M7, by Arid between 
Silverado Banking, Savings And Loan Association, Denver, Colorado, 
And Any Arid All of the insured institution' • subsidiary strvico 
corporation* ("Silverade* or -the Association- ) , Silverado 
FinanciAl Corporation, Denver, Colorado ("Silverado Financial" or 
"th# Boldin* Company") and tho Fodoral Savin** and Loon Xnsurancs 
Corporation ("FSLIC"). 

WWC1EAS, FSLXC is of tho opinion that Sllvorado has violated 
certain of tbo Iowa or tabulations to which tha Association it 
subjsct and/or has engaged in cartain unsafs and unsound practices 
in conducting tha buslnass of tha Association* and that such 
violations and/or practicas provide * rounds for tha initiation of 
cease-and-desist procaadings against Silvarado by tha FSLXC, and 

WHEREAS, in tha intarast of continued regulatory compliance 
and cooperation, and while not admitting or denying tha violation 
of any laws or regulations, Silvarado and Silvarado Financial are 
willing to enter into this Agreement, and 

WHEREAS, tha FSLXC is willing to forbear from tha Initiation 
of cease-and-desist procaadings on tha subjects covered by this 
Agreement tor so long as Silvarado and Silvarado Financial are in 
compliance with tha provisions of tha Agreement that pertain to 
such subjects. 

NOW, THEREFORE, in consideration of tha FSLXC' s above-stated 
forbearance from initiation of cease-and-desist proceedings against 


* 
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Silverado and Silvarado financial, it la agreed between the 
partial: 

1. In accordance with the rules and regulations applicable 
to all PSLXC-insured Institutions, Silverado shall comply with each 
of the following: 

Sections 563.13, 563.17, 563.18(b), 563.23-3 and 563.43(b) of 
the Rules and legislations for the federal Savings and Loan 
Insurance Corporation ("Insurance Regulations”), as now in effect 
or hereafter attended; Section 564.2(a) and 564.3(a)(4)(H) of the 
Regulations for Savings and Loan Holding Coepanies ("Holding 
Coepany Regulations"); and fBLBS Memoranda R-19a, R-41c and R-42. 

2. Within thirty (30) days froe the date of this Agreement, 
the Association shall file with the Principal Supervisory Agent, or 
his designee ("Supervisory Agent"), a plan to increase the 
Association* s regulatory capital, provisions or reserves for losses 
and/or "general valuation allowances" (Including existing and 
future sales of junior participation interests in the Major Loan 
Pools to third-parties in accordance with paragraph 21 hereof) 
consistent with the Competitive equality Banking Act of 1967 
( "CCBA" ) and the Rules and Regulations of the PSLIC. Such plan 
shall address the Association's program to increase such regulatory 
capital, provisions or reserves for losses and/or "general 
valuation allowances" to an amount equal to or exceeding the 
minimum amount specified in 12 C.P.R. Section 563.13 of the 
Insurance Regulations in a time frame acceptable to the Supervisory 
Agent, and shall further set forth the efforts to be taken to 
maintain such regulatory capital level on a continuing basis 
thereafter . 
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Records and Reports 

3 . In Accordance with the rules and regulations applicable 
to all rSLXC-insured institutions, Silverado shall keep complete 
and accurate books and records which comply with all regulatory 
requirements including, without limitation, the requirements of 
Sections 583.17-Uc), 543.18(b), and 583.23-3 o£ the Insurance 
Regulations, and FHL1S Memoranda K-41c and n-42 issued by the 
Office of Examinations and Supervision of the Federal Home Loan 
Bank Board ( "FHLBR" ) or its suecessor, the Of flee of Regulatory 
Policy, Oversight, and Supervision of the FHLBB. 

4. in aocordance with the rules and regulations applicable 
to all FSLXC-insured institutions, or as otherwise provided in this 
Agreement, Silverado shall provide timely, complete, and accurate 
Information to the FHLBB, FSLXC, and the Supervisory Agent when 
required or reasonably requested to do so. 

Transactions with Affiliated Persons 

5. Silverado shall' comply fully with the restrictions on 
loans sad other transactions with "affiliated persons" set forth in 
Sections 583.41 and 583.43 of the insurance Regulations and the 
conflicts of interest policy set forth in Section 571.1 of the 
insurance Regulations. 

8. Silverado shall take all steps within its power to revise 
the terms of any loan or other credit granted to an "affiliated 


3 




433 


person 1 * which doss not comply with the limitations set forth in 

Sections 563.41 snd 563.43 of the Insurance Regulations and which 

is secured by residential real estate. 
promptly revise 

Amm u ou Ux m loan number 005-1602325 in the amount of $647,710, loan 
number 005-1602322 in the amount of $550,000, and loan number 
005-1602317 in the amount of $700,000. The revised terms must 
conform with the Association' s existing approved Senior Officer 
Permanent Residential Loan Policy dated March 30, 1967. 

7. (a) Silverado shall exercise its best efforts to cause 
any borrower to pay-off or refinance any funds loaned or other 
credits extended to "affiliated persons" in transactions which do 
not comply with Sections 563.41 and 563.43 of the Insurance 
Regulations and which are not secured by residential real estate; 

(b) If Silverado is unable to obtain such funds or 
credits on the underlying transaction within sixty (60) days after 
the date of this Agreement, it shall promptly remove such 
transaction from its books by selling any note, account, or other 
evidence of indebtedness without loss to the Association; provided , 
however , that such note, account, or other evidence of indebtedness 
may not be sold to any affiliate of Silverado, nor may Silverado or 
any affiliate thereof provide any funds or credit to facilitate the 
sale of such note, account, or other evidence of indebtedness 
without the prior written approval of the Supervisory Agent. In 
the event the Supervisory Agent takes objection to any proposal 
submitted pursuant to this paragraph, the Association will be 
notified of such objections in writing. 
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8. Silvarado shall not an tar into any naw loan or invastsan: 
transaction with any 1% or graatar stockholdar o f Silvarado 
Financial Corporation or any affiliata tharao f, axcapt the 
modification of an existing loans or investments which do not 
authorize or permit tha advancement of naw funds to the 
stockholder, without tha prior writtan approval of tha Suparvisory 
Agent. 

9. Silvarado and Silvarado Financial shall not antar into 
any transactions with "af f iliates" prohibitad by Holding Company 
Regulations 584.2 and 584.3(a), nor shall tha Association or 
tha Holding Coapany antar into any othar transactions with 
affiliatas without prior writtan notiea to tha Suparvisory Agant; 
axcapt for otharwisa paraissibla transactions with service 
corporations accoaplishad in accordanca with Saction 563.9-8 of tr.e 
insurance Regulations. 

10. (a) Silvarado and Silvarado Financial shall iaaadiattly 
coaaanca thalr bast afforts to causa any borrowar to pay-off or 
rafinanca any funds loanad or cradits axtandad to "affiliated 
parsons" which ara in axcass of tha limitations sat forth in 
Saction 563.43(b)(5) of tha Znsuranca Regulations and causing a 
violation of Holding Coapany Regulation Saction 584.2 and, which 
ara not sacurad by rasidantlal raal astata. Furthar, Silvarado and 
Silvarado Financial shall iaaadiataly coaaanca thalr bast afforts 
to causa tha borrower to pay-off or rafinanca coaaarcial loan 
nuabar #1 in the amount of $1,450,000.00 and coaaarcial loan 
nuabar #2 in tha amount of 52,541,500.00. 


5 



435 


(b) If either Silverado oc Silverado Financial is unislt 
to obtain such funds or crsdits on or before March 31, 1988 : : 
•hall within tan (10) business days tharaaftar causa suer', 
transactions to ba removed from the books by selling any note, 
account, or other evidence of indebtedness without loss to the 
Association or the Holding Company; provided , however , that such 
note, account, or other evidence of indebtedness may not be sold to 
any affiliate of Silverado or Silverado Financial, nor nay 
Silverado or any affiliate provide any funds or credit to 
facilitate the sale of such note, account, or other evidence of 
indebtedness without the prior written approval of the Supervisory 
Agent. In the event the Supervisory Agent takes objection *o any 
proposal submitted pursuant to this paragraph, the Association will 
be notified of such objections in writing,. 

11. Silverado shall not issue its stock, either directly cr 
indirectly, in exchange for, or as payment of, real estate without 
the prior written approval of the Supervisory Agent. 

Management Practices 

12. (a) Silverado shall pay its present officers, directors, 
employees, and former officers, directors, or employees who 
regularly perform services for Silverado under a consulting 
contract, only such compensation as is reasonable, commensurate 
with such persons' duties and responsibilities, and consistent with 
compensation paid for like services by similarly situated 
institutions. In setting the compensation paid to such persons. 
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Silvarado shall comply with tht requiraaants of Saction 563.1' 2 t 
of tha Insuranca Ragulations and tha guidalinas sat forth in FHL3B 
Manor andua R-42. 

(b) Within sixty (60) days afttr tha axacution of this 
Agreaaant , tha Board of Diraetors of Silvarado shall subait to tha 
Suparvisory Agant in writing a raport showing tha aggragate 
coapansation paid to tha diraetors* officars, and kay aaployaas of 
Silvarado in 19B6 and 1987, and axplaining tha lav«l cf 
coapansation in light of Silvarado's ovarall parforaanca, rasults 
of oparations, and financial condition vlavad in taras of ganarally 
accaptad accounting principlas and ragulatory accounting 
princlplas. 

13. Silvarado shall not lneraasa in axcass of fiva •; 5 1 
parcant par annua tha aggragata valua of tha coapansation paid to 
individual sanior axacutivas of tha Association abova that provided 
for in fiscal yaar 1987 without thirty (30) days prior written 
notica to tha Suparvisory Agant. Purthar, all new aaployment 
contracts calling for aggragata annual coapansation in axcass of 
$100*000 antarsd into by tht Association shall fully comply with 
Insuranca Ragulatlon 583.39 and may not bt axacutad without tha 
prior writtan approval of tha Suparvisory Agant. 

14. Silvarado shall not prapay any dividands on any prafarrtd 
stock or intarast on subordinatad dabanturas unlass it has ractived 
tha prior approval in writing of tha Suparvisory Agant. 
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Lending Practices 

15. in accordance with the rules and regulations applicable 
to all rSLXC-insured institutions, Silverado shall sake no loan 3: 
cossitstnt to purehase any loan unless such loan complies with the 
limitations set forth in Section 363.9-7 of the Insurance 
Regulations, as tha same may be hereafter amended, unless approved 
in writing by the Supervisory Agent. 

16. Silverado shall not make or purchase, or commit to make 
or purchase, any loans, discounts or extensions of credit, with the 
knowledge that the proceeds of such loans, discounts or extensions 
of credit, or any part thereof, will be paid over to or utilised 
for the benefit of any affiliate of Silverado, whether directly or 
Indirectly, including the purchase of securities of Silverado cr 
any affiliate thereof, and further including the purchase of 
participation interests in any of the Association's loan pools, 
without the prior written approval of the Supervisory Agent. 

17. Unless it has received the prior approval in writing of 
the Supervisory Agent, Silverado shall not make any disbursement of 
any unfunded portion of any existing loan or loan commitment 
described in txhibit A attached hereto; provided , however, that the 
limitation of this Paragraph 17 shall not apply to existing, 
legally binding loan documentation or loan commitments that were 
outstanding as of September IS, 1967, as to which Silverado has 
obtained a written opinion from legal counsel stating that 
Silverado is required to complete the transaction as a matter c i 
law and whether or not the transaction is supported by 
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documentation that satisfies tho requirements of 12 C.f.i. sect:on 
5«3.17-i(o. to th# extent legal counaol is of the opinion that 
ths requirements of Soction 543.17-1(0 hav# not bean satisfied, 
tha opinion of eounsal shall specifically identify the requirements 
which have not been met. roc each such transaction, a copy of tha 
opinion of counsel and the supporting documentation must ba 
maintained in the appreciate file at Silverado and a copy must ba 
provided to the Supervisory spent. 

IS. Silverado shall not make or purchase, or commit to make 
or purchase, any loans or other investments, other than one-to-four 
family residential loans ( including mortgage loan pools or 
securities evidenclnp Interests in one- to- four family residential 
loans). Treasury securities, apency or qua si -government agency 
securities or other securities rated one of the four highest rating 
grades or unrated securities of equivalent quality, grcvidad 
however, upon giving the Supervisory Agent five (S) days prior 
written notice, the Association nay modify existing loans or other 
Investments; provided , further, the Association may make new loans 
which are (1) to finance the sale of real estate owned having a 
book value greater than $1 million or (2) to finance or refinance 
existing loans having a book value greater than )1 million which 
are prudently made in relation to a "work-out" and do not increase 
the then outstanding principal balance of the loan or investment 
with twenty (20) days prior written notice to the Supervisory 
Agent. Trades for real estate or other non-cash (other than 
purchase money mortgage loans securing the real estate sold) items 
shall not be permitted without the prior written approval of the 
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Supervisory Agent. Notwithstanding the foregoing, the Association 
shell have authority to make liquidity investments as defined :n 
the rules and regulations applicable to the Association in any 

aaount. The Association shall subait to the Supervisory Agent 

Cap Ltal 

quarterly (deterained on a calendar basis) updates of its fesos 4 max* 
2 £cLan to reflect, with specificity, the iapact or effect of such 
aodif ications and new loans originated to facilitate sales of real 
estate owned or related to existing loans and its commitment to 
concentrate its activities in hoae lending, hoae development, and 
related housing-oriented assets. 

Regulatory Capital 

19. Silverado's books and records shall reflect only such 
capital as may be permitted by generally accepted accounting 
principles or applicable regulatory accounting principles. The 
Association shall not be in violation of this provision of the 
Agreement by placing reliance upon the determinations of 
independent certified public accountants as to the proper 
application of generally acceptable accounting principles. 

20. The parties hereby agree to the following: 

(a) Silverado shall continue to account for the "unvested" 
portion of $4 . S million of subordinated debt issued to senior 
officers of the Association as "Other Borrowings" and not 
regulatory capital, and, further, the unamortised discount on this 
debt shall not be Included as regulatory capital. 
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(b) Silverado shall continue to account foe any stack cf 
Silverado or Silverado Plnancial purchased with proceeds of leans 
from the Association as stock "subscriptions" until the borrowers 
have aade principal reductions on the loans equal to the amount zi 
the corresponding stock subscriptions; and. further, neither 
Silverado nor any affiliate shall at any tine provide any 
additional loans, funds or extensions of credit for the purpose : ; 
or, with the knowledge that, the proceeds of the sane, or a portion 
thereof, are to be used to cause said principal reductions to 
occur . 

(c) Silverado shall, within thirty (30) days after the date 
of this Agreement, sake all adjustments to its regulatory capital 
required by the Insurance Regulations with respect to the 
outstanding subordinated debt issuance to ft.D.C. Holdings, Inc., 
and Silverado shall include as regulatory capital only that portion 
of said debt net of "prepaid interest" recorded by Silverado. 

21. The Association shall continue to account for its 
retained interest in its loan pools (the 19S6 Major Loan Pool and 
the Mortgage Loan Pool Series 1917-1— hereinafter referred to as 
the "Major Loan Pools") in accordance with generally accepted 
accounting principles. The Association acknowledges the 
application of the Classification of Assets Regulation [i.e., 12 
C.P.R. Section ISl.lS(c)) to its interest in such Major Loan Pools. 
The Association will continue to monitor and review the performance 
of such Major Loan Pools and the individual loans that comprise tne 
pools with provisions or reserves for losses established under 
applicable regulations including the provisions of the Competitive 
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Sinking Equality Act of 19S7 is rules thereunder ire promulgated, 
the Classification of Assets Regulition and the Appraisal Policies 
and Practices of insured Institutions and Service Corporations. 
Sales of junior participations, constituting subordinated Interests 
in the Major Loan Pools, shall qualify as "loan loss coverages" or 
•general allowances" provided that the Supervisory Agent is first 
delivered a written opinion froai Silverado's legal counsel that the 
holders of junior participation interests are contractually 
obligated to absorb losses in their respective Major Loan Pools up 
to one hundred percent (100%) of the principal balance of the 
participation or, if a lesser percentage, to the extent described 
in the applicable loan participation docuaients furnished to the 
Supervisory Agent. Such written opinion shall further provide that 
there are no other verbal or written agreements or understandings 
( which may be based upon affidavits of the Association's 
management) that would limit such contractual obligations. 

22. No later than twenty (20) days after the end of each 
calendar quarter following execution of this Agreement, Silverado 
shall file with the Supervisory Agent a report containing the 
following information for the period through the end of the 
calendar quarters 

(a) the individual loans comprising the Major Loan Pool 

agreements; 

(b) the delinquency status of individual loans within 
the Major Loan Pool agreements; 

(c) the amount of interest accrued on individual loans 
in the Major Loan Pool arrangements that are ninety (90) days or 
more past due as to payment; and 
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Id) the balanca shaats and incoaa stacaaants foe all 
sarvica corporations and first-tlae joint vanturas of tnt 
Association. Coaparabla information on aacond-tiar joint vancurai 
shall ba providad, to tha axtant availabla, no lass fraquantly than 
annually. 

23. Tha Suparvisory Agant shall axarcisa his/har good faitn 
af forts to raspond within thirty (30) days to raquasts fro* tha 
Association undar thia Agraaaant. 

Daf initions 


24. Tha tara "off lliata, • as usad in this Agraaaant, shall 
hava tha aaaning as dafinad in 12 C.f.R. Saction 543.15. 

25. Tha tara "affiliatad parson, ■ as usad in this Agratatnt 
shall hava aaaning as dafinad in 12 C.f.R. Saction 541.29. 

26. Tha tara "sacur itiaa, • as usad in this Agraaaant, shall 
hava aaaning as dafinad in Saction 3(a)(10) of tha Sacuritits 
Exchanga Act of 1934, IS U.S.C. Saetion 78c(a)(10). 

27. All othar tachnical words or taras usad in this Agraaaant 
for which aaanings ara not spaciflad or otharwisa providad by tha 
provlaions of this Agraaaant, shall, insofar as applicabla, hava 
aaanings as dafinad in tha Coda of fadaral Ragulations, Titla 12 , 
Chaptar V and tha Coapatltiva Equality Banking Act of 1967; and any 
such words or taras undafinad in tha Coda of Padaral Ragulations 
or Coapatltiva Equality Ranking Act of 1967 shall hava aaanings 
that aeeord with tha bast custoa and usaga in tha savings and lean 
industry. 
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This Agruatnt hss been duly authorised, executed, end 
delivered, end constitutes, in scco.rdsnce with its terns, e valid 
and binding obligation of the Association and the Holding Company. 
Zt is understood and agreed that this Agreement is a "written 
agreement entered into with the (rederal Home Loan) Sant Board" as 
that phrase is used in Section 5(d)(2) of the HOLA, 12 U.S.C. 
Section 1464(d) ( 2) ( 19S2) . 

The terms and provisions of this Agreement shall be binding 
upon, and inure to the benefit of, the parties hereto and their 
successors in Interest. 

This Agreement shall remain in effect until terminated or 
modified or suspended by the FHLSS, acting through its Supervisory 
Agent at the Federal Home Loan Sank of Topeka. Such Supervisory 
Agent may suspend in his/her sole discretion any or all provisions 
of this Agreement during the term of this Agreement. 

IN NITNKSS WNBltOF, the parties have executed this Agreement 
by their duly authorised officer or designated agent. A certified 
copy of the resolution of the Board of Directors of Silverado and 
Silverado Financial authorising the execution of this Agreement is 
attached hereto and made a part hereof. 
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FEDERAL HONS LOAM BANK BOABO 


»V ^ 

Its: Suparvisory Agant 

Fadaral Boa# Loan Bank 
of Topaka 


By: SILVERADO BANKING, SAVINGS 

AND LOAN ASSOCIATION 
Oanvar, Colorado 



its: j/*<s 


By: SILVERADO riNANCIAL CORRO RATION 

Danvar, Colorado 



XtftJ ' i«wi/ C,hu^ Sa*A*ctO+i. CUv.'J. 


The Colorado Division of Savings and 
Loan hereby acknowledges and concurs 
with the teres of the foregoing Agreement. 


»y? p 

FrtH Joseph * 

Its: Deputy Co— lssloner 
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77 

~tv 

CONSENT AGREEMENT 


frUl ^ Q- 


This Consent Agreement ("Agreement") is mad# and it effective 

this day of August , 1988, by and batvaan Silvarado 

Banking, Savings and Loan Association, Danvar, Colorado, Dockat No. 
05871 (-Institution- or -Association-), and tha Fadaral Savings and 
Loan Insurance Corporation ( "FSLIC" ) , which is undar tha diraction 
of tha Fadaral Home Loan Bank Board ( -FHLBB” ) . 

WHEREAS, tha board of diractors of tha Institution has 
raviavad tha oparations and financial condition of tha Institution 
and finds that tha prasant condition of tha Institution justifias 
and requires axtraordinary action by tha board of diractors of tha 
Institution for tha banafit of tha Institution and its dapositors, 
othar craditors, and borrovars; and 

. WHEREAS, tha Institution's board of diractors acknowladgas tha 
intarast of tha FSLIC, as tha insurar of tha savings accounts of 
tha Institution, in tha futura condition of tha Institution, and 
tha suparvisory rights, povars, and authority of tha FHLBB, as tha 
oparating haad of tha FSLIC, with raspact to tha Institution undar 
tha statutas and ragulations that govarn tha oparations of tha 
Institution; and 

WHEREAS, tha Institution's board of diractors acknowladgas 
that grounds exist for tha appointment of a consarvator, racaivar 
or custodian for tha Institution by tha FHLBB or tha Stata of 
Colorado, or pursuant to action initiated by tha Stata of Colorado, 
and that tha grounds specified in paragraph (1)(B) of Section 
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406(c) of the National Housing Act of 1934, as amended ( "NHA“ ) , 12 
U.S.C. Section 1729(c) ( 1982) ; and 

WHEREAS, the FHLBB is willing to forbear at this tine from the 
initiation of cease-and-desist proceedings against the Institution 
as the result of the Institution's failure to meet its regulatory 
capital requirement in accordance with Section 563.13 of the Rules 
and Regulations for the Federal Savings and Loan Insurance 
Corporation- Insured Institutions ("Insurance Regulations*), as long 
as the Institution is in compliance with the provisions of this 
Agreement; and 

WHEREAS, in the interest of regulatory cosipllance and 
cooperation, the Institution is willing to enter into this 
Agreement to avoid the initiation of such cease-and-desist 
proceedings ; 

• NOW, THEREFORE, in consideration of the FSLIC's above-stated 
forbearance, it is agreed between the parties hereto as follows t 

1. The FSLIC, represented by the Principal Supervisory Agent 
at the Federal Home Loan Bank of Topeka or his designee ("Agent"), 
is hereby authorised to negotiate a plan of merger, consolidation, 
transfer of the Institution's assets and liabilities, 
reorganisation, acquisition of, or capital Infusion for the 
Institution ("plan of combination or reorganisation”) and/or 
Management Services Agreement, and to draft proposed documents for 
any such plan of combination or reorganisation and/or Management 
Services Agreement. 

2. The board of directors immediately shall take under 
consideration any Management Services Agreement and/or plan of 
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combination or reorganization that is forwarded and recommended to 
the board of directors by the Agent, shall promptly approve any 
such Management Services Agreement and/or plan of combination or 
reorganization under which the interests of the depositors, other 
creditors, and borrowers of the Institution are protected, and 
shall not disapprove any such Management Services Agreement and/or 
plan of combination or reorganization except for reasonable cause, 
consistent with the fiduciary duties of the board of directors, 
stated in writing. 

3. The board of directors shall recommend to the 
stockholders of the Institution any Management Services Agreement 
and/or plan of combination or reorganization approved by the board 
of directors pursuant to paragraph 2 of this Agreement, if approval 
of the stockholders, or a portion thereof, is necessary to effect 
such plan. 

4. The Institution shall, at the direction of the FSLIC, 
take all corporate actions necessary to effect a plan of 
combination or reorganisation approved by the FSLIC and/or shall, 
at the direction of the FSLIC, provide for the management of its 
day-to-day operations in accordance with a Management Services 
Agreement approved by the FSLIC, and the Agent may execute on 
behalf of the Institution any necessary documents effecting such 
Management Services Agreement and/or plan of combination or 
reorganization. 

5. The Institution by this Agreement consents to the 
appointment of a conservator or receiver or other legal custodian 
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for tha Institution by tha FHLBB pursuant to 12 U.S.C. Sacti 
1729(c). 

6. Tha books and racords of . tha Institution and of a 

wholly-ownad or majority-ownad aubsidiary of tha Institution, up 
tha r aqua st of tha Agant, shall ba aada availabla to t 

raprasantativas of any institution, parson, or antity nagotiati 
with tha FSLIC concarning a plan of combination or raorganisati 
upon axacution of a conf idantiality agraawant accaptabla to t 
Agant . 

7. Tha Institution shall usa its bast af forts to discoura 
tha accaptanca or ranaval of any uninsurad daposit. 

8. Tha board of diractors of tha Institution haraby rasol 
and agraa to rasign from tha board of diractors at tha raquast 
tha Agant, at such tins and in such ordar as tha Agant sha 
raquast . 

9 . Tha board of diractors of tha Institution who a 

diractors of a wholly-ovnad or majority-ovnad subsidiary of t 
Institution haraby rasolva and agraa to rasign from tha board 
diractors of any such subsidiary at tha raquast of tha Agant, 
such tins and in such ordar as tha Agant shall raquast. 

10. Tha Sacratary or an acting sacratary of tha Instituti 
rasolvas and a'graas to raquast, upon tha raquast of tha Agant, t 
rust gnat ion of .any or all tha diractors of any wholly-ovnad 
majority-ownad subsidiary of tha Institution. 

11. Tha board of diractors of tha Institution and as 

diractor of tha Institution rasolvas and agraas to alact 


4 



449 


director (s ) any parson(s) racommandad by tha Agant to fill any 
vacancy(ias) in tha diractorata of tha Institution. 

12. Tha board of diractors shall taka any staps nacessary to 
amand tha bylaws of tha Institution to provida for such numbar of 
diractors as tha Agant shall racommand or to affact tha alaction of 
any parson(s) to tha board of diractors who is (ara) racommended by 
tha Agant. 

13. For tha purposas of this Agraanant, axcapt as otharvisa 
indicatad, tha following dafinitions shall applys 

(a) a -sat- is a group of loans, participations, 
invastmants, sacuritias, or othar assats ralatad, by baing sold or 
pladgad to, purchasad fron, or axchangad with any parsons, 
antitias, or institutions acting togathar in a singla transaction; 

(b) - invast in - naans to naka, originata, purchasa, 
acquira, guarantaa, rafinanca, nodify, axtand, ranaw, or to commit 
to do any of thasa; 

(c) -transfer- naans to sail, assign, pladga, axchange, 
or to comait to do any of thasa; 

(d) " raal astata inyastnant * naans tha nat book valua of 
raal astata purchasad, acquirad by foraclosura or daad in liau 
tharaof , or ovnad in any nannar, inclusiva of any axpandituras 
incurrad in cOnnaction with holding or inproving such raal astata 
and following adjustnant for any loss rasarvas or allowancas; 

(a) * af flllata * as usad in this Agraanant, shall hava 
tha naaning as dafinad in 12 C.F.R. Sac t ion 583.15; 

( t ) " afflliatad parson " as usad in this Agraanant shall 
hava tha naaning as dafinad in 12 C.F.R. Saction 581.29; and 
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(9) " securities " as us ad in this Agreement, means any 
note, stock, treasury stock, bond, debenture, certificate of 
interest or participation in any profit sharing agreement or in any 
oil, gas, or othar minaral royalty or laasa, any collateral-trust 
cartificata, transfarabla shara, investment contract, voting trust 
cartificata, any mortgage-backed sacurity, mortgage darivativa 
financial instrument, strippad intarast cartificata, collateralized 
mortgaga obligation, Raal Estata Mortgaga Invastaant Conduit 
( "REMIC" ) , REMIC Ragular Intarast, or REMIC Rasidual Intarast, 
or any below invastaant sacurity (i.e., high-yiald or •Junk* bonds) 
or any cartificata of intarast or participation in, taaporary or 
intaria cartificata for, racalpt for, or warrant or right to 
subscriba to or purchasa, any of tha foragoing. Tha foragoing list 
is representative of, but not wholly axhaustiva of, itaas which 
will ba daaaad to ba a "sacurity*. 

14. Excapt for axisting lagally binding commitments and 
invastmants that qualify as liquid asaats undar Saction 523.10 of 
tha Ragulations for tha Pederal Home Loan Bank System, 12 C.P.R. 
Saction 523.10 (1988), without prior wrlttan approval of tha 
Supervisory Agent for tha Pederal Hoaa Loan Bank of Tooaka. 
tha Institution shall not, and shall not allow any wholly-owned or 
majority-ownad Subsidiary or affiliata of tha Institution tot 

(a) angaga in forward comitaants, futuras transactions, 
or financial options transactions as dafinad in Sactions 563.17-3, 
563.17-4, and 563.17-5 of tha Insuranca Ragulations, 12 C.P.R. 
Sactions 563.17-3, 563.17-4, and 563.17-5 (1988); axcapt as 
otharwisa parmittad by this Agraamant; 
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(b) invest in any losns or contracts secured by real 
••tst# or participations thsrsin (including any acquisition, 
construction, and development loans) or any set of such loans or 
participations, except loans made at current market interest rates 
and terms which ares 

(1) to finance the bona fide purchase of, or custom 
construction of pre-sold, 1-4 family residences secured by first 
liens on such properties that do not exceed rive Hundred Thousand 
Dollars ($500,000); or 

(2) to refinance loans on existing 1-4 family 
residences secured by first liens on such properties that do not 
exceed Five Hundred Thousand Dollars ($500,000); or 

(3) to be secured by second liens on existing 1-4 
family residences where the loan to value ratio of the first and 
second liens combined does not exceed 80 percent and the combined 
debt does not exceed rive Hundred Thousand Dollars ($500,000); or 

(4) to finance residential real estate other than 
1-4 family residences where the loan-to-value ratio does not exceed 
80 percent of the loan and such loan does not exceed One Million 
Dollars ($1,000,000); provided, however, loans which exceed the 
limitations contained in Section 563.9-3 of the Insurance 
Regulations shfcll require formal application for waiver of the 
limitation; or 

(5) to refinance residential real estate other than 
1-4 family residences if such loan does not exceed One Million 
Dollars ($1,000,000); provided, however , loans which exceed 
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th« limitation* contained in Saction 563.9-3 o£ the Insurance 
Regulations shall require formal application for waiver of the 
limitation; or 

(6) to finance nonresidential real estate where the 
loan-to-value ratio does not exceed 80 percent of the loan and such 
loan does not exceed One Million Dollars ($1,000,000) ; provided . 
however , loans which exceed the limitations contained in Section 
563.9-3 of the Insurance Regulations shall require formal 
application for waiver of the limitation; or 

(7) to refinance nonresidential real estate if such 
loan does not exceed One Million Dollars ($1,000,000); provided , 
however, loans which exceed limitations contained in Section 
563.9-3 of the Insurance Regulations shall require formal 
application for waiver of the limitation; 

(c) invest in any real estate Investment or set of such 
investments unless such investment or set of investments is made in 
compliance with 12 C.F.R. Section 563.9-8 (1988); 

(d) transfer any real estate investment (i.e., real 
estate owned) or set of such investments with a gross book value in 
excess of One Million Dollars ($1,000,000), or, irrespective of the 
foregoing sum, if the loss to be recognised upon transfer exceeds 
15 percent of the gross book value; 

(e) invest in or transfer any security or set of 
securities including mortgage-derivative financial instruments, or 
any residual Investment interest in any type of security; 

(f) transfer any loan secured by real estate or 
participation therein or any set of such loans or participations if 
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any auch loan or participation exceeds One Million Dollars 

( $ 1 , 000 , 000 ) ; 

(g) invest in or transfer commercial loans or letters of 
credit, whether secured or unsecured, with a book value in excess 
of Two Hundred Thousand Dollars ($200,000); provided , however , 
investments which exceed the limitations contained in Section 
563.9-3 of the Insurance Regulations shall require formal 
application for waiver of the limitation; 

(h) invest in or transfer any consumer or education 
loans in excess of Fifty Thousand Dollars ($50,000); 

(i) borrow any money other than from a Federal Home Loan 
Bank; except as otherwise authorised by this Agreement; 

(j) enter into any lease or contract for the purchase of 
real estate or of any interest therein except in the ordinary and 
usu*l course of its business; provided, that the lease of 1-4 
family dwellings to third parties shall be considered in the 
ordinary or usual course of business; 

(k) encumber any of its property or other assets except 
as security for advances from the Federal Home Loan Bank of Topeka; 

(l) enter into any contract or any agreement for the 
purchase, sale, or lease of goods, materials, equipment, supplies, 
services, or capital assets except in the ordinary and usual course 
of its business; 

(m) incur any material obligation or liability except in 
the ordinary and usual course of its business; 

(n) enter into any joint venture agreements; 
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(o) axcspt for individual marit incraasas in accordanca 
with its standard parsonnal policy in affact at tha tima this 
Agraaroant is prasantad by tha Agant for axacution, and normal 
pariodic amployaa salary and waga incraasas schadulad prior to tha 
affactiva data of this Agraamant and that comply with Saction 
563.17 of tha Insuranca Ragulations, 12 C.F.R. Saction 563.17 
(1988), and FHLBB Mamorandum R-42, maks any incraasa in axcass of 5 
parcant, on an annualisad basis, in tha rata of compansation to any 
of its diractors, officars, amployaas, agants, or othar 
raprasantativas, or agraa to do so. Notwithstanding any othar 
provision of this subparagraph, tha Institution may incraasa tha 
compansation of nonofficar amployaas if tha compansation of such 
amployaa bafora any incraasa doas not axcaad Thirty Thousand 
Dollars ($30,000) and tha aggragata incraasa or incraasas for any 
amployaa do not axcaad tan (10) parcant during any calandar yaar; 

(P) amploy or appoint any parson to sarva as an officar, 
diractor, or sanior managar who is not so amployad or appointad as 
of tha data of this Agraamant; amploy any parson at a rata of 
compansation which, on an annualisad basis, axcaads Fifty Thousand 
Dollars ($50,000) par yaar; amploy any parson pursuant to an 
agraamant that is not taminabla at tha will of tha amployar and 
that otharvisa doas not comply with Saction 563.39 of tha Insuranca 
Ragulations, 12 C.F.R. Saction 563.39 (1988); or antar into, amand, 
ranaw or tarminata any collactiva bargaining agraamants, pans ion or 
profit sharing, bonus, savaranca pay, ratiramant, f rings banafit, 
or othar amployaa banafit plans, or othar amploymant contracts with 
any amployaa, diractor, or officar; 
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(q) enter into, renew, or revise any contractual 
arrangement with any officer, director, controlling person, 
affiliate, subsidiary, affiliated person, or agent for or of the 
Institution or any of its subsidiaries; 

(r) amend or permit to be amended its charter or bylaws 
•xcept as directed by the Agent, and approved by the board of 
directors of the Institution; 

(s) make any material change in accounting method; 

(t) invest in any service corporation or any subsidiary 
thereof or finance subsidiary. For the purposes of this 
subparagraph, -invest in- shall include, but is not limited to, the 
making of investments in securities issued by such entities, and 
the extensions of credit to, or the guaranteeing of the debt of, 
such entities; 

(u) enter into any purchase or repurchase agreement 
obligation arising from a transfer of government securities; except 
as may otherwise be permitted by this Agreement; 

(v) enter into any binding agreement to merge, 
consolidate, or otherwise be acquired, or to reorganize except in 
connection with a plan of combination or reorganization recommended 
or approved by the FSLIC or its Agent; 

(w) enter into any material transaction except as 
provided in this Agreement or other than in the ordinary and usual 
course of business; 

(x) increase its liabilities during any quarter in 
excess of the amount of interest credited on savings accounts 
during the quarter (or, in the case of share accounts, earnings 
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credited) and the amount necessary to fund during tha quarter any 
loans in procass obligations or lagally binding commitments 
axisting as of tha data of this Agreement; 

(y) daclara or pay cash or stock dividands on common or 
prafarrad stock, if in tha stock fora of organisation; 

(s) issua any subordinatad dabt sacurity or any othar 
fora of dabt sacurity; 

(aa) invast in, or angaga in tha transfar of any loan, 
with a holdar or tha holdar's affiliatas; for purposas of this 
subpart, a "holdar" is dafinad as a parson who holds 1% or mora of 
tha voting or non-voting aquity sacuritias, or 1% or mora of tha 
subordinatad dabt, of tha Institution, Silvarado Financial 
Corporation, or tha affiliatas of aithar of tha foragoing; 

(bb) antar into any off-balance shaat transactions 
including, but not limit ad toi intarast rata swaps, caps, collars, 
or synthatic mortgaga contracts; axcaot as otharvisa authorizad by 
this Agraamant. 

15. Within sixty ($0) days aftar tha axacution of this 
Agraamant, tha Institution shall submit an annual oparating plan 
("Oparating Plan") which datails pro j act ad business strategies, 
budget assumptions, and operations for tha Institution and its 
subsidiaries through December 31, 1989, in a form acceptable to tha 
Agent. Tha Oparating Plan shall be updated and revised as of 
January 1, 1989, and prepared annually thereafter and should 
include pro forma financial statements (with relevant assumptions) 
for tha calendar year, or part thereof, covered by tha plan and 
should be consistent with providing sound and economical home 
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financing and shall incorporate, as appropriate, the provisicns of 
this Agreement. In addition, the Operating Plan shall incorporate 
the following plans, policies, and procedures or guidelines* 

(a) the interest-rate-risJc-management policy required by 
Section 563.17-6 of the Insurance Regulations; and 

(b) investment policy for financial instruments. 

The Operating Plan, before implementation, shall be subject to 
the review and approval of the Agent, and any material deviations 
from the Operating Plan once approved shall require the prior 
written approval of the Agent. The board of directors of the 
Institution shall review and approve said Operating Plan and all 
revisions and shall monitor this Operating Plan on a continuing 
basis. Upon approval of the Operating Plan, the association will 
prepare, on a quarterly basis written reports containing a 
comparison of the Institution's year-to-date operating results 
against the projected results in the Operating Plan as of the end 
of each calendar quarter. If the actual operating results fail to 
meet the projected results of the Operating Plan in any material 
respect, the report shall include an explanation of such deviation 
and a specific description of the measures that have been 
implemented or proposed to correct and/or abate any adverse 
deviations. The board of directors of the Institution shall review 
this report each quarter and the minutes of its meetings shall 
disclose the extent of the board of directors' involvement in the 
sttnitoring process. A copy of the minutes and a copy of the 
written report shall be filed with the Agent within sixty (60) days 
following the end of each quarter. 
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16. Within forty-f iva (45) day* of tha data of this 
Agraamant, tha Institution shall fila with tha Agant a plan for tha 
raorganization and/or augmantation. of tha Institution' s managemant 
( "Managamant Plan"). Such Managaraant Plan shall provida for tha 
raduction of sanior managamant corapansation, tha raplacamant of 
sanior and middla managamant, as appropriata, with naw officars 
with axparianca in, and knowladga of, tha savings and loan businass 
or ralatad businassas with tha attandant commitmant to safa and 
sound banking practicas. Tha Managamant Plan shall also contain an 
organizational chart of tha proposad managamant of tha Institution, 
including tha idantity of all officars, a dascriptlon of thair 
raspactiva rasponsibilitias, and tha spacific qualification of aach 
of tha proposad officars. Tha Managamant Plan, bafora baing 
implamantad, shall ba subjact to tha raviaw and approval of tha 
Agarit . 

17. Tha Institution shall not initiata any litigation against 
any PSLIC-insurad institution for which tha FSLIC has baan 
appointad racaivar or consarvator, or that is oparating undar tha 
Managamant Consignmant Program. In tha avant of a disputa batwaan 
tha Institution and an institution for which tha PSLIC has baan 
appointad racaivar, tha Institution shall prasant its claim to tha 
racaivar through tha administrativa claims procadura. if 
dissatisfiad with tha dacision of tha racaivar, tha Institution may 
appaal tha mattar to tha FHLBB, whosa dacision tha Institution 
shall accapt. 

In tha avant of a disputa batwaan tha Institution and any 
othar institution(s) in tha abova dascribad catagorias, tha 
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business decision makers of ssch institution srs to first pursue 
good fsith efforts toward s negotiated settlement of the dispute. 
If the institutions are unable to reach a negotiated settlement, 
the Institution hereby agrees to submit the dispute for binding 
arbitration pursuant to the Rules of the FSLIC Arbitration Program 
and sign an agreement to arbitrate in the form attached as Exhibit 
A. The Institution further agrees that it will accept the 
arbitration award as a final resolution of the dispute, that it 
will not challenge or contest the award, and that it will consent 
to the jurisdiction of any court in which judgment on the 
arbitration award is entered. 

18. No later than the 5th day of each calendar month, 
beginning with the second month following the date of this 
Agreement, the board of directors shall file with the Agent a 
resolution, similar to the attached resolution, signed by each 
director, certifying that the Institution has complied with all 
conditions of this Agreement. 

All technical words or terms used in this Agreement, for which 
meanings are not specified or otherwise provided by the provisions 
of this Agreement, shall, insofar as applicable, have meanings as 
defined in Chapter V of Title 12 of the Code of Federal 
Regulations * and any such technical words or terms used in this 
Agreement and undefined in said Code of Federal Regulations shall 
have meanings that accord with the best custom and usage in the 
savings and loan industry. 

This Agreement has been duly authorised, executed, and 
delivered, and constitutes, in accordance with its terms, a valid 
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and binding obligation of the Institution. It is understood and 
agreed that this Agreement is a "written agreement entered into 
with the [Federal Savings and Loan Insurance] Corporation" as that 
phrase is used in Section 407(e)(1) of the NKA, 12 U.S.C. Section 
1730(e)(1) (1982). 

The terms and provisions of this Agreement shall be binding 
upon, and inure to the benefit of, the parties hereto and their 
successors in interest. 

This Agreement shall remain in effect until terminated or 
modified or suspended by the FSLIC, acting through its Agent at the 
Federal Home Loan Bank of Topeka. Such Agent may suspend in 
his/her sole discretion any or all provisions of this Agreement 
during the term of this Agreement and/or a Management Services 
Agreement executed pursuant to this Agreement. 

* IN WITNESS WHEREOF, the parties have executed this Agreement 
individually or by their duly designated agent. 
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RESOLUTION 

WHEREAS, the Board of Directors of Silverado Banking, Savings 
and Loan Association, Denver, Colorado, has been required to make 
certain certifications regarding the activities as outlined in the 
Consent Agreement dated , 1988, and 

WHEREAS, the Board of Directors have reviewed certain 
activities and transactions with the officers of the Institution 
occurring during the month of , 1988; 

NOW, THEREFORE, BE IT RESOLVED, that the members of the Board 
of Directors hereby certify that, to the best of our knowledge and 
belief, Silverado Banking, Savings and Loan Association has 
complied with all conditions of the Consent Agreement during the 
month of , 1988. 


DATEs (no later than the fifth day of 

the second s»nth following tKe month to which the resolution 
applies). 
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EXHI1IT A 

AGREEMENT TO ARBITRATE 


We, the undersigned parties, hereby agree to submit t 
arbitration under the Rules o£ the Federal Savings and Lo< 
Insurance Corporation Arbitration Program the followir 
controversy: (cite briefly). We further agree that the abo\ 
controversy be submitted to Arbitrator (s ) selected frosi t* 
National Panel of Arbitrators for use in savings and loan disputes 
We further agree that we will faithfully observe this agreement ar 
the Rules; that we will, without delay, cosiply with any and a] 
Orders and decisions of the Arbitrator (s) ; that we will abide t 
and perform any award rendered by the Arbitrator (s) ; that we wiJ 
accept the award as a final resolution of the controversy; that % 
will not challenge or contest the award; and, that a judgment of 
Court having jurisdiction may be immediately entered upon the awai 
and executed. 
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FEDERAL SAVINGS AND LOAN INSURANCE 
CORPORATION 


By* ii 

Its* Supervisory Agent 

Federal Home Loan Bank of Topeka 


Byt SILVERADO BANKING, SAVINGS AND 
LOAN ASSOCIATION 
Denver, Colorado 

Its i Directors 


(fw l? , 

me 


wise 


7* 


a ^Florian I 

* * ki.M ii 


mes Metz 

, tt- 

torian F. Barth 


E. Page 
Neil M. Bush 


”7 ~7 Dianne E. Ingels 
, ^^/^w^tr^rd K. Vanda poo l 

Richard J. Bunchman 

Richard rrVTtk~s“ 
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via rEu tmi Exi'urss 

Agg.ul 10, 1908 CWH’lOtHffAL' 


U misty Shull, Csq. — " **n 

F«<icrAl Home Lotn (tank of lopeka irui / ! 

170 fast 0th Street ( 'U f • I J 

lopeka, Kansas 66GUI v » ■ ■« — 

Re: (I) Hlitults of Hoard of Directors' Meetings (June 26. IUUC through 

September 20, 198/) 

(It) Signature pay* for August 5, 1988 Agreement 
Otar Mr. Sluilti 

Pursuant to your request, enclosed art the above-described documents. With 
reqard to the signature page, please note that Richard F. Vllkus was not 
available for the Special Meeting of the hoard of UlrccLors and, therefore, 
did not participate therein or vote on any matter or motion presented at lliat 
meeting. Mr. Vltkus has subsequently, however, hy letter, waived notice and 
consented to the holding of the meeting per the Colorado Revised Statutes. 

Very truly yours, 

Knrt A. Horton 
Senior Vice President 

KAIt/sf 

Enclosures 



465 


WAIVER OF NOTICE ANO 

WRITTEN CONSENT to HOLDING OF OIRECTQRS 1 MEETING 
(Silverado Banking, Savings and Loan Association) 


The undersigned, being directors of the Silverado Banking, Savings and 
Loan Association (the "Association”) , hereby waive notice of a Meeting of the 
Board of Directors of the Association held by means of a telephone conference 
call by which all persons participating In the meeting could hear each other 
at the same time on August S, 1988, and by their signatures below hereby 
consent to holding the aforesaid meeting without notice as provided for In 
Colorado Revised Statute 1973, as amended, $7-5-108. 


Dated: August 6, 1988 



/\ i- 


W. James M*n~~ ^ 


Plorwn P. Birth ■ 

*"Vvi ."/ C. 

"w >*v^uin ) 




Richard I s . Vitkus 
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FEDERAL SAVINGS AMD LOAN INSURANCE 
CORPORATION 


Byi 

Its 1 

Supervisory Agent 
Federal lloee Loan 

Bank of 

Topeka 

By i 

SILVERADO BANK I NG , 
LOAN ASSOCIATION 
Denver, Colorado 

SAVINGS 

AND 

Itsi 

Directors 
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rea«<ii i^omt Loan Ban* of Tor *<a 

Ai«^cy Functions 


MEMORANDUM 


To I John N. Buckley, Jr., Secretary 

Federal Homo Loon Bonk Boord 

Front Kornit Mowbray 

Principal supervisory 

Ootos Movember 9, 19BB 

Subject* noeonnondotion for tho Appointment of o Receiver 

Silverado Bonking, Savings and Loon Association 
Denver, 00 
Docket Bo. 05871 



Is sue i Whether the Federal Hone Loan Bank Board (FKLBB) should appoint a 
receiver for Silverado Banking, Savings and Loan Association (Silverado) 
based on the grounds set forth in section 406(c)(2)(A), (B), and (C) of 
the national Housing Act (HHA) , as amended (12 U.S.C. Section 
1729(c)(2)(A), (B), and (C) (1982)). 


Z. RB COMKBHPATIOH 


we are preeentlng for your consideration this nenorandun with supporting 
exhibits, re c omme n d in g the appointment of a receiver for Silverado, 
pursuant to the HHA, as amended, 12 U.S.C. Section 1729(c)(2)(A), (B), 
and (C) (1982), ba s ed on the grounds thats (1) Silverado presently is 
reporting insolvency in that its assets are less than its obligations 
to creditors and others; (2) Silverado has suffered a substantial 
dissipation of its assets due to violations of laws, rules, and 
regulations, and due to unsafe and unsound business practices; and (3) 
Silverado remains in an unsafe and unsound condition to transact 
business. 

On August IS, 19BB, the Colorado State commissioner (Colorado 
Commissioner), Division of Savings and Loans, Issued a Findings of Facts 
and Order of Compliance to Silverado directing the infusion of an 
additional $62.1 million in capital on or before October 13, 1988 (See 
Exhibit S-17) . At the request of the Principal Supervisory Agent (PSA), 
the Colorado Commissioner agreed in writing to extend the Order of 
Compliance to Psosnbsr 1, 1988, and further agreed to take no action to 
close the institution pursuant to applicable State statute until 
December 16, 1988 (See Sxhlbit S-18). 
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?0i John M. BucJcl Jr., Secretary 
ntOMi Hermit Mowbray 
OATS i Kovember 9, 1988 
Pag* 2 


II. GBWEBAL IMFOBMATIOg 

Silverado la a state-chartered stock thrift inatitutlon locatad in 
Danrar, Colorado. Tha inatitutlon waa originally lneorporatad aa a 
state-chartered thrift inatitutlon on January 31 , 19S6 undar tha name of 
Littlaton Savings and Loan Association, locatad in Littleton, Colorado. 
On Juna 29, 19S8, tha FHLBB conditionally approved tha inatitutlon' a 
application for inaurance of aceounta. Tha inatitutlon waa able to 
comply with imposed conditiona and waa granted final approval for 
inaurance of aceounta on March 27, 19S7. Tha name of tha inatitutlon 
waa changed to Circle favlnga and Loan Aaaociation on May 28, 1983. The 
PBLBB approved a aargar of Circle Savinge and Loan Aaaociation with Mila 
High Savlnga and Loan Aaaociation, Denver, Colorado, on October 1, 1970. 
Tha naae of tha inatitutlon waa changed on Auguet 5, 1971 to Mila High 
Circle Savinge and Loan Aaaociation. On February 20, 1974, tha 
inatitutlon again changed ita naae, thia tine to Mila High Savlnga and 
Loan Aaaociation. 

In Juna 1978, N. Jaaaa Mats obtained control of tha inatitutlon through 
aequieitioa of approximately 88 percent of tha rnaann atock of tha 
inatitutlon. At thia tine Mr. Mats apparently contributed all tha 
outstanding shares of a Mortgage coapany (First American Mortgage 
Company) and certain Mortgage loan servicing rights held by that 
Mortgage c oap an y to the institution. On April 30, 1979, the Colorado 
CoMMiaaloner approved the relocation of the home office to Denver, 
Colorado. The inatitutlon changed its naae to Silverado Savings and 
Loan Association affective March 8, 1980. On March 31, 1981, Security 
Savings and Loan Aaaociation, Colorado Springs, Colorado (with 
approximately $90 Million in assets), was Merged into the institution 
pursuant to FKLSB approval on February 19, 1981. If f active October 8, 
1982, tha name of tha inatitutlon was changed to ita present name, 
Silverado Banking, Savings and Loan Association. First Summit Savings 
and Loan Aaaociation, ireckenridge, Colorado ($12.7 Million in assets), 
waa Merged into Silverado on March 1, 1983 pursuant to conditional 
approval by the FSA on February 18, 1983. On June 18, 1983, the 
institution received approval froa the Supervisory Agent to acquire four 
branch officer of Otero savlnga and Loan Association, Colorado Springs, 
Colorado, with assets totaling approximately $41 million. This 
acquisition was consummated on June 30, 1983. On June 30, 1986, 
Silverado Financial Corporation (SFC), a unitary savings and loan 
holding company, was formed and acquired all of the coMHon stock of 
Silverado through an s x a mpt reorganisation. The common shareholders 
essentially exchanged their stock in Silverado for stock in SFC. 
Mr. Meta continues to control approximately 90 percent of the common 
stock of SFC. The Majority of preferred shareholders also exchanged 
their preferred stock in Silverado for preferred stock in SFC at this 
time. 

Silverado currently maintains its home office in Denver, Colorado. In 
addition to its home office, Silverado has 11 branches located as 
follows* Denver (6), Colorado Springs (2), Littleton (2), and Lakewood 
(1). Littleton and Lakewood are suburbs of Denver, Colorado. Colorado 
Springs is located 60 miles south of Denver. The economy in Colorado it 
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TO* John M. luckl' Jr. , Stcrtttry 
VHOMt Rinit Mowbray 
OATS* Movenhsc 9, 1998 
Ftgt 3 

curr— i tly depres— d, a backlash fr— the doe Una in tha oil and gas 
industry and h— rily orarbuilt rsal astata markats. An acomxnic 
analysis o f the OsnTar araa and tha stata of Colorado is attachad as 
Exhibit 8-1. 

xxx. runmciAx. hxstopy amp comditiow 

Silverado — pariancad staady a a sat growth fr— its incaption in 19S7 
through 1980, ending that year with approximately $93 Billion in assets. 
During this period of time, tha institution had an uneven earnings 
history and during tha aid- 1970s was adversely impacted by problem 
assets. Consequently, than Presides t tr. James Nets acquired 89 percent 
of tha c oa— n stock of tha institution in 1976 and contributed tha 
ou tstanding shares of a mortgage company and certain mortgage servicing 
rights held by that company to enhance the institution's capital 
poo ition. Pr— the end of 1980 through 1983, the Institution began to 

grow significantly, closing 1993 with total as— ts of $371 million, a 
347 pare— t increa— . Approximately $144 Billion of this growth was due 
to the mergers described above. Xn 1983, Silverado began to 

aggressively pursue the origination of loans secured by commercial 
properties or land. By December 31, 1993, Silverado had increased its 
portfolio of loans secured by — It i family and commercial properties to 
$100 milll—, up fr— $19 million one year prior. Silverado's 

construction, land develop— nt, and land acquisition loans al— doubled 
to $43 milll—, with an additional $119 milll— in undisbursed loan in 
proe— a funds at year-end 1983. Silverado reported net income of 
94 milll— for 1993 due to $9 milll— of — rded gains — asset sales 
and $13 milll— in loan fees. 

Silverado more than doubled in si— in 1984, increa sing by $883 million 
in assets up to total assets of $983 milll— by year-end. Over 61 
p e ro — t of this asset growth wee in loans secured by eg— srolal res l 
estate — land. An additional $49 milll— wee composed of the net 
investment in and loans to service — rporati— s or subsidiaries who— 
primary activity was land acquisition and development. This asset 
growth was funded through Pederal Bo— Loan Bank of Topeka (PHXJ of 
Topeka) advanc— ($100 milll—) and by increased deposits. Silverado 
capitalised this growth through the exchange of real estate for stock. 
The esse nc e of the the— transacti— s was that Silverado, through a 
service oerporati— or other subsidiary, acquired real estate fr— 
developers, with the developers' equity in the rea 1 estate paid out in 
the fore of preferred st— k in the institution. The r— 1 estate was 
comprised primarily of undeveloped land. Silverado raised $39 million 
of capital in 1994 through this mschani— . As of December 31, 1984, 

Silverado had al— extended loans totaling $41 million to the holders of 
this preferred st— k in the institution. The— loans —re secured by 
commercial r— 1 — tats. Silverado reported net 1— o— of $6.3 million 
for 1984. The lnstitutl— 's ability to gene rate earnings was again 
h— vily dependent — loan fees ($19 million in 1994). A $3 million gain 
— the sale of — rtgage servicing al— pumped up earnings for the year. 

Silverado continued its explosive growth in 1989, increaa ing in asset 
si— by over $964 milll—, a growth rate — seeding 97 pere— t. Kighty 
percent of this growth was in con— rclal r— 1 estate and 1— d loans. By 
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TO: John M. Suckle Jr., Seertttry 

rHOMi Xeraic Mowbray 
OATS i Sot— bar 9, 19SS 
F«9« 4 

tho sad of It §5, oo— arc la 1 real estate aa4 lend loans exceeds 4 42 

porcont of total assets. Additionally, invaataanta in and Ioann to 
aubaidiarina involved in roal oatatn acquisition and development 
incraaaad by $32 Billion, Real astata acquired through foracloaura also 
jumped from $1.7 Billion to $17.7 aiillion by the and of 19SS. Growth 
wan again primarily funded through deposits, with FHLB advances also 
increasing by approximately $S2 aiillion. Problem aaaota btcMa a 
significant problaa in Its*, with achodulad items quadrupling to 
$SC aillion by year-end (approximately 4 percent of total aseets). 
Silverado reported net incoae of alaoet $• Billion for 19SS. Silverado 
continued to rely upon loan fee incoae ($11.9 Billion) and gaina on 
aaaet salon ($$.$ Billion) for profitability. Zn conjunction with the 
audit of Silverado' a financial stateswnts for the year ended 

December 31, 19SS by its independent accountants, Srnat 4 tfhlnney, 
Silverado recorded an adjuataent to increase its loan loee allowance# by 
S3S.S Billion in April 19SS, effective Decaaber 31, 19SS. This 

adjustment was recorded by Silverado as an adjustment only on a 
generally accepted accounting principled (GAAP) basis. Silverado did 
record additional loan loss provisions on a regulatory accounting 
principles (RAP) basis during 19SS, but at a level significantly below 
those recorded on a GAAP basis. As a result, although Silverado 
reported net incoae on a RAP basis for the year, its audited financial 
statements reflected a net loos of $20.1 million for 19SS on a GAAP 
basis. Silverado changed independent accountants in August 19S4, 
retaining the Coopers and Lybrand (Coopers) for its 19SS audit. It 
should be noted that the Denver-based office of Coopers had no other 
insured thrift institutions as clients. Zn 19S9, Silverado increased 
regulatory capital by approximately $4.9 million through the issuance of 
subordinated debt to certain senior officers of Silverado. As of 
December 31, 19S9, Silverado had extended loans totaling $141.4 Billion 

to holders of its preferred stock. The primary collateral for these 
loans was commercial real estate or undeveloped land. Silverado had 
also purchased undeveloped land and interests in real estate development 
partnerships from preferred stock shareholders amounting to 
$24. S million at nsosmhsr 31, 19S9. 

Silverado cont in ued to grow in 19S4, although at a slower pace than 
prior years due to the existence of new regulations limiting liability 
growth. Silverado recorded total asset growth of approximately 
$300 million, with increased investments in commercial real estate and 
land loans equaling $192 Billion. Many of these loans were extended to 
finance the borrower's acquisition of Silverado's other troubled loans 
or real estate owned (RSO). investments in and loans to subsidiaries 
involved in real estate acquisition and development Increased an 
additional $37 million during 1944. Asset growth was funded by an 

increase of $123 million in PHL1 advances and by increased deposits. At 

this time, Silverado was directing its primary deposit generation 
efforts to wholesale deposits through a money desk operation. By the 
end of 1984, commercial real estate and land loans and other direct or 
indirect investments in land totaled 48 percent of total assets. Asset 
quality continued to deteriorate during the year. Zn August 1984, in an 
apparent attempt to circumvent the contingency component of the 
regulatory capital requirement relating to scheduled items and to 

manipulate the financial statements of the institution to report a mors 
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favorable financial condition, Bilvarado foraad a pool of its major 
aaaata (Loan Pool), including all problem Ioann, BPZC securities, and 
MO. Legal maneuvers were usad to aaaantially securitise tha aaaata in 
the Loan Pool, which totaled approximately $1.1 billion. Thereafter, 
Silverado uneucceea fully attempted to aell senior interests in the Loan 
Pool to third parties. Silverado originally attempted to report the 
Loan Pool as a single asset (a mortgage-backed security), the effect of 
which was to misrepresent the true amount of commercial real estate loan 
and land loane, MO, and the amount of classified assets (scheduled 
items) on the institution's Thrift Financial Reports (TTRs) . 

Silverado's theory was that the effect of the pooling was to shift 
Inco me between performing and nonperforming assets and that, 

consequently, individual asset claeslf lcatione for pooled assets were 
inappropriate. Silverado made adjustments to accurately report to the 
mil after the Supervisory Agent issued directives for the appropriate 
changes. Silverado was able to "sell* junior participations in the Loan 
Pool by funding the purchase of these interests out of the proceeds of 
loane extended by Silverado, generally, the purchasers were developers 
to whom Silverado granted loans secured by land or commercial real 
•state, with an expressed or implied proviso that a portion of the 
proceeds be used to purchase a junior interest in the Loan Pool. 
Silverado then treated the sales of junior participations as loan loss 
coverage for financial reporting purposes, a position with which its 
independent accountants (Coopers) agreed. During 19SS, Silverado sold 
junior interests in the Loan Pool totaling $19. « million (at a discount 
averaging 24 percent) through utilisation of this self-funding 
mechanism. Ose of junior participations as loan lose coverage worked as 
a capital enhaacasmot by avoiding the recognition of loan loss 
provisions in Silverado's financial statements. 

During 19BS, Silverado again increased its regulatory capital through 
what, in essence, were ex ch a n ges of preferred stock for real estate. 
Silverado, through its subsidiaries, acquired $71 million in real aetata 
development sites and $14.9 million in partnership interests in two land 
development partnerships from security holders (holders of common 
stock, preferred stock, or subordinated debt of Silverado or its holding 
company, SFC) . Set sales proceeds were used by the security holders to 
purchase $22 million in SFC preferred stock. Zn December 19S6, SFC also 
sold another $9.29 million in preferred stock to developers who utilised 
p ro ceeds from loans originated by Silverado (secured by commercial real 
estate) to pur ch a s e this stock. The loans extended by Silverado were 

c o nt ingent upon the borrower's agreement to purchase stock. Due to an 
eocoustlag rule that stock purchased with loan proceeds can only be 
included in equity capital to the extent that the related loans have 
boon paid down, this stock is currently considered to be a stock 
subscription for accounting purposes and is not included in regulatory 
capital. After Silverado was made aware of this accounting rule, future 
transactions funded with loan proceeds involved only the purchase of 
junior participation interests in the Loan Pool. Silverado also issued 
$14 million in subordinated debt to a security holder [MDC Holdings, 
Xne. (MDC)] in conjunction with Silverado's purchase of all the 
outstanding stock of Chanbers-Towers 91, a subsidiary of MDC. The 
assets of this subsidiary consisted of land and Investor loans secured 
by residential property. Silverado had planned to issue another 
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$70 ai.lli.on in subordinated debt through a public offering in 1986, 
shelved this plan whan regulatory approval of a submitted growth 
could not ba obtainad. Aa of Oacaabar 31, 1986, SilTarado 

outatanding to aacurity holders $117 alllion of Ioann and $S3 aillio 
unfunded loan coaaltaent a. 

Silvarado reported a net loan of $15.7 ailllon for 1966 on a RAP ba 
while reporting net incoae on a GAAP baaia of $15.5 ailllon. 
primary factor for thin difference reeulted froa the treat— nt of 
loaae a. Silverado recorded proTlalona for loan loa— a of $11.6 all 
in 1986, while actually rereraing over $13 alllion in loan 
allowancea on a GAAP baaia (the effect of thia re-real ia to deer 
expen— a). Coopera, the lnatltution’e independent aceountante, did 
object to thia re—raal and expreaaed a clean opinion on the 
financial state— nta. Subsequent regulatory reriew of Coo 

workpapers for the 1986 audit indicates that — terial deflcleo 
exists with the work performed by Coopers. Baae d on the amount of < 
lnco— reported for the year, bonu— a totaling almo at $2.3 ailllon • 
paid to — nlor officers. On a GAAP basis, net interest aargin dec— 
by 40 percent in 1966, an indicator that significant amount 
nonperforming and proto 1— loans were hawing an impact on Silvern 
basic lnco— stream. Thia reduced late— at aargin was offset 
re c orded gains of $23 ailllon on the sale of —rtg a ge- backed securl 
and loans. At the end of 1966, Sil— —do reported regulatory capita 
be 5.1 perc— t of total liabilities due to the — al estate for a 
exchanges which had occurred during the year. Due to the diet or 
caused by Sil— do's reporting of poo led —seta, Silverado 
reported scheduled its— at 1.2 percent of total —sets as 
December 31, 1966. 

Sil— do acquired an additional $396 million ia total assets ia 196 
growth rate of approxi— tely 22 percent. Liability growth was 
under regulatory limitations for the ye—, h o wev er , the natu— of 
growth was considerably different than that in prior ye— s. Due to 
limitation on Silverado' a lending activities imposed by supers! 
action, including the execution of a Supervisory Agreement, this gr 
was concentrated in the inve s tme n t portfolio. Sil— do pursu 
cour— of hen vy invest— nt in —rtgage der lvative financial Inst— 
ending the ye— with $537 million in the— types of eecurlti— 
oppeeed te aero invest— nt at the end of 1986). Incl ude d in Silvers 
portfolio w— $416 million in Real Estate Mortgage invest— nt Con 
(MB2C) residual bonds and $81 million ia strip p ed interest-only 
principal-only sec— ities. At the tl— of acquisition, RBMIC real 
bends we— very volatile instrum— ts that had very high yields. Du 
the — late— e of floating rate tranch— in front of -at of Silver « 
r— id— 1 invest— sts, a continued high yield on Silverado's —si 
portfolio was (and is) predicated to a high d e gr ee — the existence 
stable interest rate environ— at. C onasyin nt ly, this pertfolic 
r— ideal Invest m—ts sag— decs a significant a— eat of internet- 
risk. 


Dopes it growth and FRL6 of Topeka advances fu n ded the iec— 
Silverado's assets ia 1967. Brokered deposits equaled almost 15 pei 

of total liabilltl— at ye— -end. Sil— do did net fund 
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acquisition of stock during 1987, although it did fund tho purchass of 
$31 Million in junior participation intar— ts in tha Loan Pool through 
loan p r o c aads ($17 million, discount ad) and as sat axchangas (Silverado 
purchaaad $120 million in nonconforming rasidantial loans fr— an 

affiliate of MDC, who usad a portion of tha procaads fr— tha sala to 
purcha— a $14 million junior participation intarast in tha Loan Pool). 
Supervisory constraints — ra put into affect in 1987 through supervisory 
direct ires and a Supervisory Agreement to restrict any additional 
affiliated transactions or self-funding of transactions by Silverado. 
Tha quality of Silverado’s loan portfolio continued to substantially 
worsen in 1987. Pursuant to a directive fr— the Supervisory Agent to 
record as— t classifications identified through regulatory ex— inatlons, 
Silverado began to r— ognlse its loan loe— s on a RAP basis, reporting 
loan loe— e of $41.4 million in 1987. Classified assets equaled 

$492 mllli—, 22.2 percent of total assets as of Decsmber 31, 1987. 

Although the high yield fr— its residual portfolio boosted net interest 
margin and — eed the effec ts of no— arning problem assets, Silverado 
reported a net 1— a of $32.9 million for 1987 due to loan lose—. By 
the end of 1987, Silverado — longer met its mini— regulatory capital 
requirement, with regulatory capital at 2.9 percent of total 

llabilltl— . 

During 1988, Silverado has recorded loan 1— a totaling $209 million. 
The bulk of the— 1— s was reported as of Ju— 30, 1988, and Silverado 
is materially Insolvent — a result. As of September 30, 1988, 

Silverado had negative regulatory capital of $138 million. During the 
so — nd quarter, Silverado was directed to recognise $83 million in loan 

1— e and write-offs due to the effect of FHLB of Topeka ordered 

appraisals. Silverado’s independent account— ts proposed in April 1988 
to express a qualified opinion on the 1987 audited financial stats— nts 
due to uncertain asset values. This position was rejected by the PKLS 
of Topeka and the independent accounting firm was advised that a 
qualified opinion based upon unc ertain asset values was unaccept— le. 
After Silverado was notified by the Supervisory Agent that additional 
appraisals would be ordered, Silverado recognised — additional 
$197 million in lo— loss— and pres— ted this adjusts— t to their 
independent accountants. As a result. Silver ado reported a net loss for 
1987 of $248 mill!— — a OAAP basis. The following t— le of — lected 
financial information details the decline in Silverado’s financial 
condition i 
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1984 

Total Assets (TA) 9953,353 

(000a Omitted) 

Tear Ended December 31 
1988 

31,317,478 $1,830,382 32 

1987 

,218,051 

9 Months 
Ended 

09/30/88 

$2,315,993 

Co— ercial A— 1 1st ate 
and Land Loana 

646,414 

956,628 

1,106,477 1 

,335,738 

1,021,181 

Total Liabilities (TL) 

897,383 

1,449,469 

1,732,690 2 

,178,025 

2,483,773 

Brokered Deposits 

142,561 

127,322 

261,432 

324,732 

431.049 

Regulatory Capital (AC) 

55,970 

67,969 

87,692 

63,451** ( 138,277) 

Minimum Capital Requirement 

M/A 

54,621 

55,662 

160,155 

149,209 

RC/TL 

6.2% 

4.7% 

5.1% 

2.9% 

(S.6)< 

Annual Liability growth 

130.4% 

61.5% 

19.5% 

25.7% 

18.7% 

Scheduled Xta— (SI)*** 

22,819 

66,924 

22,378 

492,477 

743,563 

SI/ 

2.4% 

5.9% 

1.2% 

22.2% 

32.1% 

Loan f— a 

16,658 

11,949 

10,224 

6,604 

0 

Operating Bxpen— a 

19,574 

26,965 

34,821 

40,159 

25,720 

Compensation •••• 

8,143 

10,719 

12,765 

13,673 

9,583 

Loan Loaa Provisions 

3,250 

4,115 

11,816 

41,376 

194,555 

Interest Margin 

3,923 

12,406 

2,595 

22,943 

31,375 

Met Operating Xnco— (Loss) 

12,165 

7,822 

(29,446) 

(22,254) 

326 

Met Xnco— (Loaa) 

6,115 

7,980 

(15,737) 

(32,918) 

(209,067) 


• Includes general loss allowance* o f 929,903. 

*• Includes general loaa allowances of 923,425. 

••• Th. DmmMi 31. 1M7 ud S.ptMfe.r 30, 19U SI Mount raflact. tot.l 

substandard aaaata. 

Includaa directors' faaa and expenses and officers' and employees* 
aalarlaa and ai^anaat. 

Sourca: Quart arly TTA. 

Silverado's insolvent financial condition ia tha raault of —salve 
aaounta of poorly undarvrittan loana with excess i ve cradit riak, 
iaprudant loaa coneantrationa, and unaafa and unaound tranaactiona . 
Excessive c o m pen sation to aanior w nag— ant haa alao baa n a probl— at 
Silverado. Tha dapraaaad condition of Colorado' a economy haa served to 
axacarbata loa— a incurred, but ia not tha primary raaaon for 
Silverado' a insolvency. Silvarado firat reported a failure to a— t its 
M ini — regulatory capital requiraaent for tha quarter ended 
September 30, 1987. A Supervieory Agree— nt waa executed on October 26, 

1987. Silverado firat reported insolvency aa of June 30, 1988. Tha 
board of diraetora (board) executed a conaent Agree— nt on Auguat S, 

1988. Aa of September 30, 1988, coa— rcial real eatate and land loans 
comprised 44 percent of total assets and the res idual portfolio totaled 
29 percent of total assets. Aa of Auguat 31, 1988, the residual 
portfolio had a book value of 9676 nil lion and an unrecognised market 
loss of $176 million. 

Silverado continued to acquire additional RBtXC residual bonds in 1988 
until the Supervisory Agent issued a directive to prohibit any new 
invest— nta in mortgage derivatives. Silverado's liability growth was 
alao restricted to interest credited pursuant to a supervisory 
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directive, as was now acquisition of brokorod doposits. Silverado has 
also boon directed to have toro growth in liabilities. With the 
announcement of Silverado's losses in August 19SS, significant deposit 
withdrawals have occurred. Due to its lack of liquidity, Silverado haa 
had to utilise PSLIC-guaranteed advances for dally funding needs. To 
date, Silverado has obtained $164 Billion in these advances. The 
illiquid nature of Silverado's asset portfolio suggests that liquidity 
will be an ongoing problem for this institution. Although Silverado was 
able to maintain its interest margin through the first half of 19SS due 
to its residual investments, the increase in interest rates since March 
19SS has depressed the yield on this portfolio, with this lowered 
yield, in combination with the snowballing effect of worsening problems 
in the loan portfolio, Silverado is projected to experience continuing 
loesee, with operating loeeee ex pec t ed to range from $3 million to 
$S million per month in the short term. Increased interest rates will 
accelerate loeeee. 

IV. SERVICB C0RP0RATI0M8 AMP AFFILIATES 


(000s Omitted) 


Marne (Activity) 

% Owned 

Assets 

us/jx/ss 

Capital 

Silverado Investment Company 

100 

<*.«») 


(13,811) 

(Real l state Investments) 
Ch amber s-Tower fl, Inc. 

100 

SB, SS9 


(10,513) 

(Real Bstate Investments) 
Oun Club Land Corporation 

100 

10,360 


(2,207) 

(Real Bstate Investments) 
Silverado capital Corporation 

100 

3,070 

(1) 

(*2) (1) 

(Loan Servicing) 
Silverado Insurance Agency 

100 

0 


19 

(Insurance) 

Silverado llektra Venture, Ltd. 

SO 

89, 7BS 


(9,830) 

(Real Bstate Investments) 
SB Property 

100 

0 


0 

(Inactive) 

Colorado Off-Premises ATM 

100 

1,595 

(2) 

1,501 (2) 


(Automated Teller Machine Operation) 

(1) Financial data as of June 30, 19ti. 

(2) Financial data as of December 31, 19S7. 

V. S PFM Htt BOMT BISTORT 

Silverado has boom subject to regular examinations since receiving 
insurance of accounts in 19S7. Through 19S0, Silverado experienced 
steady growth, ending that year with approximately SS3 million in total 
assets. Silverado had an uneven earnings record, but was not the object 
of significant coneern at that point in time. The Report of Sxamlnation 
(Report) as of September 19, 19S0 noted that scheduled items totaled 3.6 
percent of total assets and identified a conflict of interest involving 
a service corporation loan to Mr. W. James Meta, the chairman of the 
board of the institution, certain deficiencies in internal control vara 
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Mime identified. Tho uiBiMri assigned a "2* rating to tho institution 
for this rsgular examination. Ths Supervisory Agent's Dec— fa t l, 1980 
lsttsr transmitting ths Asport requested ths directors to .comment on the 
above average level of RSO and alow loans, and to monitor the high level 
of Loan commitments. Ths Supervisory Agent also directed that ths 
service corporation loan to Mr. Mots be retired. Ths board's response 
dated January 19, 1981 stated ths scheduled items problem was due to 
previous management and that new management (President Michael R. wise) 
was making progress in this area, and that loan commitments (primarily 
related to con dominium projects) could be easily accommodated. The 
board also reported that the service corporation had retired the debt to 
Mr. Nets in Mnvsmhar 1980. 

The institution has been the object of varying levels of supervisory 
concern since 1980. Beginning in 1981 Silverado undertook a rapid 
growth strategy, partially through mergers with other institutions in 
1981 and 1983. An acquisition of Security Savings and Loan Association, 
Colorado Springs, Colorado, in March 1981 increased the institution' s 
assets by approximately $90 million. The Report as of July 8, 1981 

detailed that Silverado had quadrupled in slse since the then most 
recent examination; that the institution had reported a net loss for the 
first six months of 1981; and that net worth as of June 30, 1981 M 
declined to 2.46 percent of total assets from 4.45 percent on August 30, 

1980. The examiners also noted that operating expenses were twice that 

of the institution's peer group, and that much of Silverado's growth had 
been funded by jumbo certificates of deposit. The examiners also 
questioned the propriety of Silverado's accounting for loan fees and the 
purchase accounting entries used to record the merger.* The Report 
outlined the examiners' concern that Silverado could fail to meet its 
mi n imum regulatory capital requirsswnt by the end of 1981. The 

exasdjiers assigned a comprehensive rating of "3 a at this time. The 

institution's response to the examiners* concerns was outlined in the 
Report. Silverado pointed out that its level of net worth had actually 
materially increased since the previous ex salination, but was lower as a 
percentage of assets due to the merger and other growth, and that the 
reported net loss was due to the inclusion of the merged institution's 
losses in those reported numbers. Silverado also responded that it 
would be able to report subordinated debt as additional net worth. 
Mr. Wise stated that balance sheet strength was Silverado's primary 
goal, not asset slse, and reiterated the validity of the institution's 
accounting for the merger acquisition and for loan fees. The 
Supervisory Agent tranmaltted the Report to the board on Bov— bar 6, 

1981, noting that a supervisory letter would follow. A fils memorandum 
from the Supervisory Agent, dated April 22, 1982, stated that a number 
of communications had been received from the institution addressing the 
issues noted in the Report. The Supervisory Agent noted that the 
ordinary supervisory letter had not been sent and that an early 
examination of the institution had commenced on March 29, 1982. 

The Report as of April 2, 1982, detailed changes in purchase accounting 
by Silverado to record the merger consummated in March 1981, and ths 
effects of these changes in serving to increase regulatory capital and 
reported earnings for 1981. Silverado's level of regulatory capital was 
reported to be below that, of its peer group. The examiners also noted 
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concerns on the Institution's prsctics of accepting notos and doods of 
trust in liou of cash for loan commitment fees, and idontifisd 
noncompl lance with Truth- In- Landing regulations and regulations 
pertaining to retail repurchase agreements. The examiners' assigned a 
comprehensive rating of -2" in the Report. The Supervisory Agent's 
latter transmitting the Report was dated June 23, 1982. The Supervisory 
Agent requested that the institution be consistent in the accounting 
treatment of its financial position, that only cash received as 
acquisition credits be reported as current income, and that the 
directors take action to assure compliance with Truth- in-Lending 
regulations and regulations covering retail repurchase agreements. The 
Colorado Commissioner, in his transmittal letter for this Report (dated 
July 9, 1982), also requested a report on the institution' a progress In 
improving its net worth position. The board's response, received 
August 4, 1982, stated that the board was cosmltted to strengthening 
Silverado's net worth through continued profitability and monitoring of 
asset growth, noting that Silverado had net income of $1.2 Billion for 
the first six months of 1982. The board also reported that the 
institution had requested an opinion from its independent accountants on 
the appropriate accounting for loan commitment feesi and further noted 
that procedures had been implemented to correct deficiencies causing 
noncompliance with Truth- in-Lending regulations. A legal opinion as to 
Silverado's compliance with regulations covering retail repurchase 
agreements was enclosed with the board's response. On Movsmber 17, 
1982, the Supervisory Agent notified Silverado in a supervisory letter 
that the FHLSl's accountants had determined that Silverado's accounting 
trea tm e nt for commitment fees, although supported by their Independent 
accountants, was not appropriate for RAT reporting purposes. 

A special limited examination of Silverado was commenced on October 29, 
1982 to analyse underwriting policies and practices, with emphasis on 
large construction projects. Zn transmitting the Report to the 
Supervisory Agent on February 8, 1983, the examiners stated that most of 
the loans analysed (totaling approximately $45 million) involved the 
sale of participation interests to other insured thrift institutions. 
The Report outlined significant underwriting deficiencies, including the 
prepayment of management fees, a lack of procedures for sufficient 
control over wraparound loans, the origination of loans in excess of 
sales price, and weak appraisals. The examiners noted that Silverado 
appeared to be acquiring appropriate loan documentation after the loans 
had already been originated or committed to, and that Silverado lacked 
adequate resources to handle the work associated with the type of 
construction leading being undertaken. Mo ratings were assigned for 
this e x am in ation. The Supervisory Agent's letter dated March 23, 1983 
transmitting the Report requested that the board adopt written loan 
policies and procedures which recognised and addressed the significant 
deficiencies and weaknesses reported by the examiners. A current status 
report on each project identified in the Report was also requested. 
Silverado's response was received on May 23, 1983 and enclosed the 
requested status report. The response detailed management's objection 
to many of the examiners criticisms, stating that the loans were fully 
performing, that the structure of Silverado's loans had been developed 
with the advice of legal counsel and conformed to applicable 
regulations. Management also noted that appraisals had been prepared by 
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KAX appraisers, that the tnaintri My not have understood the 
prineiplna of Silverado's non traditional loading act I t I t loo, and that 
tho examiners ' comments on tho timing of loan dootnentat Ion were without 
merit. Loan policioo and procedures woro aloo submitted at thin time. 

In a 1 attar datod January 23, 1983, il Ivor ado advised tho PSA of its 
intont to ropurehaoo cortain loan part iclpat Iona sold to St. Louis 
Podoral Savings and Loan Association, which ropurehaoo would causa 
Si Ivor ado to violate regulatory limitations on loana-to ono -borrower. 
On January 2S, 19S3, tho Supervisory Agent's latter to Silverado 
exp r e s sed strong objection to any repurchase which would cause the 
institution to violate the noted regulation, stating that any repurchase 
should bo tied to an immediate resale to another party. 

On June 9, 19S3, Silverado filed an application to include $2.9 million 
in subordinated debt as regulatory capital. The subordinated debt was 
issued to Otero Savings and Loan Association, Colorado Springs, 
Colorado, in conjunction with the purchase of a branch office. The PSA 
conditionally approved this application on November IS, INI. The 
Supervisory Agent notified Silverado on December 9 , 19S3 that the 
conditions of approval had be e n met, and that the institution could 
include the subordinated debt as regulatory capital. 

A regular anamination of Silverado dated as of August 12, 1N3 was 
completed on November 2, 19S3. The Import noted that Silverado and its 
service corporation was continuing with a high-risk lending program 
involving Mjor construction/development projects that had begun in 
19S1. Silverado was selling participations in these loans to mitigate 
its level of risk. The examiners reported that many projects were not 
performing because of the recent economic recession and volatile 
interest rates, and that loans were being restructured due to 
nonpayment. Significant underwriting deficiencies were outlined in the 
Report, centering around deficient appraisals and the lack of compliance 
with FHLAB Memorandum ft 41b (ft 41b). The examiners concluded that the 
loan underwriting for these loans was unsafe and unsound because of the 
deficient appraisals and recommended that 14 projects be reappraised. 
Silverado was assigned a com pre hensive rating of "3." Silverado's 
management provided a preliminary response to the Report to the PSA in a 
letter dated January 2S, 19S4. This response provided the current 
status of problem loans addressed in the Report (stating that most were 
performing with restructured terms), and stated that Silverado had 
improved its procedures for obtaining and analysing appraisals. The 
Supervisory Agent's letter dated February 2, 19S4 transmitting the 
Report requested that the board revise written lending policies to 
address the serious underwriting weaknesses identified in the Report. 
The Supervisory Agent asked for Silverado to submit a monthly status 
report to facilitate the monitoring of loan concentrations, and to 
provide firm assurance that appraisal policies and practices would fully 
comply with ft 41b and applicable regulations on appraisals. The 
Colorado Comsdasioner forwarded the Report to Silverado on March 9, 1984 
with a letter reiterating the requests of the Supervisory Agent. The 
board's response was received on March 28, 1984 and enclosed a copy of 
policies for commercial real estate loans that the board had adopted on 
March 21, 1984. This response outlined specific procedures which had 
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b— n lapis— ntad to addraaa appraisal concarna and statad that 
procaduraa would continua to ba rsvissd and aupplaaantad in ordar to 
upgrada tha quality of loan originations and docu— ntation. Tha board 
aqraad to prorida tha — nthly atatua raport. Mansg— ant atatad that 
$750 thou a and in unallocatad raaarvaa for loan loaaaa had baan 
aatabliahad in racognition of potantial loaaaa in tha portfolio and that 
additional unallocatad raaarvaa would ba aatabliahad in 1984 to bring 
that total to $2 Billion. 

Tha Oiractor of Sx— inations adviaad Silvarado in a lattar datad 
April 9, 1984, that indapandant f— appraiaal a vara baing ordar by tha 
FHL1 of Topaka on tha collataral aacuring loana aa racoaaandad in tha 
Raport aa of Auguat 12, 1983. Tha Oiractor of Sx— inationa not ad that 
tha appraiaala obtainad would ba tha aubjact of a suppla— nt to that 
Raport. FKLB of Topaka ordarad appraiaal raporta wara forwardad to 
Silvarado in Auguat and Dae— bar 1984. Silvarado providad datailad 
raaponaaa to tha appraiaala in Dacaabar 1904 and fab ru ary 1985, atating 
that lta analysis ahowad aufficlant valua for tha loana as many 
l a p ro va — n ta had b— n aad a in tha projacta and that, in ona caaa, 
pro j act ad caah flowa indie at ad no loaa on a loan Silvarado clai— d to 
hava raatructurad undar stata— nt of Financial Accounting Standards No. 
15 (FAJ-15). In a lattsr to Silvarado datad Fabruary 7, 1905, tha 
Oiractor of Sx— inationa statad that ha was iaprassad by tha inf or— tton 
Silvarado had pra— ntad and tha actions takan to alioinata potantial 
los— a, and that tha davalop— nts would ba avaluatad again in tha naxt 
axasOna tlon. 

A spacial ax— inat ion of Silvarado was cob— nesd as of August 2, 1984 to 
ravisw — jor naw loans that tha institution had origlnatad. Tha Raport 
notad that Silvarado had origlnatad 83 loan s in axcass of $1 Billion in 
tha 12 aonths andad July 31, 1984, totaling $373 Billion. Tha ax— inars 
raportad that in addition to tha traditional risks in rapid growth, 
Silvarado' s naw loans wara concantratad in cob— rcial raal astata and 
construction pro j acts. Tha Raport outlinad tha following eoncarns: ( 1 ) 
QAAF nat worth w— only 0.0 parcant of total — sats at July 31, 1984, 
aostly dua to tha dafarral of $8.1 Billion in loan co— it— nt fa— undar 
QAAF which had bssn racognisad undar RAF; (2) tha rasarva for loan 
loos— of $107 thousand was inadaquata cons ids ring Silvarado' s aoda of 
oparation aad tha probability of indlcatad los— a fr— appraisal raporta 
in proeass; aad (3) cartain naw loans had undarwrlting wa aknaooas, 
ralating pri airily to dafici— t appraisals and faasibllity. Tha Raport 
statad aaaaga— nt's indication that tha provision for loan los— s would 
ba iacrsssad — additional $200 thousand par —nth for — indaflnita 
pariod. Tha sx— Inars aooignad Silvarado a cooprshsnsiva rating of a 3. a 
Tha Suparvlsory Agant tran— lttad tha Raport to tha board with a lattsr 
datad Daesabar 31, 1984, which statad that a lattar cob— nt ing on tha 
Raport would follow in dua cour— . Suparvlsory f lias do not 1 lndicata 
that a follow-up lattar was — nt. 

A lattar froa Silvarado was rscaivad on Saptaaba r 17, 1984, which 
outlinad to tha FSA and tha Colorado Co— las Iona r a proposad transaction 
wharsby a — rvics corporation ownad by Silvarado would acqulra cartain 
parcals of land for $6 Billion fr— an afflllata of HOC, which procssds 
would ba lnvastad by MDC's afflllata in prafarrad stock of Silvarado. 
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Chairman Via* stated that th* purchaa* pric* would b* aupportad by thr— 
appraiaala pr*par*d in accordanca with R 41b. Silverado's —nag— ant had 
a meeting with tha PSA and Supervisory Agant on September 21, 1984 to 
diacuaa thia tranaaction, and notifiad th* Sup*rriaory Aga n t on 

October 14, 1984 that tha tranaaction had b—n consusmat— . In 

lattara to th* PSA datad Octobar 23, 1984, December 28, 1984, and 
April S, 1985, Chairman tfia* outlinad additional tranaaction* involving 
what, in aaaanc*, waa th* axe hang* of prafarrad atock for r*a 1 aatat*. 
Th*— d— la callad for 915 million, $14 million, $4.5 million in 
pr*f*rr*d atock to b* iaau*d to Bill Walters, Kenneth Good, and a group 
compriaod of Willi— Klein, true* Richard— n, and Willi— callia, 
r*ap*ctlT*ly, in exchange for th* pureha— of certain real aatat* 
holding* (land). Th* iaauanc* of thia pr*f*rr*d atock a*rr«d to 
aubatantially incraaaa regulatory capital fr— it* prior larai of 
approxlma taly $18.8 million. Th* Suparriaory Agant aubmittad copi— of 
th* document at ion prorldad by Silverado to th* PBLSS'e Office of G*— ral 
Coun— 1 (OGC) in April 1985 requ—tlng * review of th* legality of the— 
tranaaction*. Zn latter* dat*d April 9, 1985 and April 24, 1985, 

Spec lal Coun— 1 Barry Quillan adviaod that legal obj—tlona to th* 
tranaaction* did not appear evident, other than th* arguable requirement 
for prior approval of th* FSLXC, and that th* tranaaction* ehould b* 
conaidar*d primarily fr— a superviso ry p*rap*ctiva. Th* Dlatrict 
Apprai— r 'a review of th* appraiaala aupporting th*— tranaaction* waa 
summarlx— in a memorandum dated April 10, 1985. Th* Dlatrict Apprai— r 
concluded that th* fair market valu— —ported by th* apprai— were 
acceptable with certain limitation*, stating that no— of th* apprai— 1* 
included th* iafor— tion required by FKLBS M— orandum R 38 regarding 
davelopabl 1 ity . 

On December 20, 1984, Silverado i—ued a total of $4.5 million in 
aubordi— t*d debt to four a— ior officer* i Mlcha*l Wi— , Rob*rt Lewia, 
Richard vandapool, and Rue— 1 Murray. Th* purported purpo— for this 
la— ance waa to provide a long-term incentive for key employ— a. 
Silverado fll*d an application in May 1985 to include thia aubordi— tad 
debt a* regulatory capital. Although the application indicated that 
the— officers had pure ha— d the debt, a subsequent examination rev— led 
that the debt had be — issued in 11— of addltio— 1 salary and accounted 
for aa prepaid compensation exp—. Th* PSA gran ted approval to this 
application — July 2, 1985, with the condition that Silverado provide 
the Supervisory Agent with loan underwriting standard* for all 
permissible types of lending. loan policies were submitt— and 
review—, with Silverado request— to revl— certain ar— s of the 
polici— by September 30, 1985. 

The Report as of January 7, 1985, is—— aa a supplement to the Report 
as of August 20, 1984, summariz— the re— Its of the independent 
appraiaala obtain— as a result of the ex— in* rs' recommendations in 
conjunction with the prior examination. The Report indlcat— los— s 
totaling $8.1 million — two projects as a re— It of the independent 
appraisals. The — ami— rs conclud— that although Silverado had 
restruetur— the loan s on the projects a— no loss was evident in 
accordance with GAAP as pro— lgat— under FAJ-1S , valuation allowances 
ah— Id be rsc ord— to eliminate the overvaluation* a— reduce regulatory 
capital. The ex— i— rs —sign— a comprehensive rating of *4" to 
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Silverado with thla Report. Tha Supervisory Agent transmitted tha 
Raport to tha board on Octobar 2, 1985, stating that a lattar commenting 
on tha Raport would follow in dua coursa. Si Lvar ado provided a rasponsa 
to tha Raport on Octobar 9, 1985, stating that ainca tha procaads from 
salas of units in ona projact and tha sala of tha other project to a 
third party would exceed tha institution's investment in tha loans it 
did not appear appropriate to record tha indicated losses. Silverado 
maintained that it had properly accounted for these two loans under 
FAS- 15, and that its recorded invest— nt in tha loans should not be 
reduced. The Supervisory Agent formally addressed this Raport in 
conjunction with his latter tran— itting a subsequent Raport (as of 
July 22 , 1965) to the board. 

Silverado prese nted a business plan for 1965 in a meeting with tha 
Supervisory Agent on January 24, 1985. This plan called for liability 
growth of 57 percent in 1985 to fund large a— unts of purchased 
comm ercial real estate and construction loans. Deposit growth would be 
aided by establishing a mo ney desk. Silverado withdrew this plan on 
April 26, 1985, stating that revisions were necessary due to an internal 
analysis of current and projected economic conditions. Silverado's 
liabilities had Increased at an annual rate of 136 percent during tha 
first quarter of 1985, apparently in an attempt to grow before 

regulations restricting growth were for— lly implemented by the FHLB8 
that year. Zn a meeting with the Supervisory Agent on May 24, 1985, 
Silverado presented a revised business plan for 1985, covering the 
period from March 31, 1985 to December 31, 1985, as part of its 

application for approval of growth for the year in excess of 25 percent. 
The revised plan reflected additional preferred stock issuances of $8.5 
million and an annualised growth rate of less than 25 percent for tha 
remainder of 1985 and for 1986. The PSA approved this business (growth) 
plan on July 9, 1985, on the conditions that (1) Silverado — Intain a 
regulatory capital to total liabilities ratio of 5 percent at the end of 
each quarter in 1985; (2) that Silverado provide prior notice before any 
substantial invest— nts in its service corporation (particularly those 
connected with preferred stock transactions); and (3) that Silverado 
submit loan underwriting standards acceptable to the PSA. Due to 

problems with its IPZC invest— nt, Silverado notified the PSA on 

October 23, 1985 that additional equity securities would not be issued 

at that ti— . Loan policies were submitted and reviewed, and revised 
pollciee were requested in Dec— her 1985 and January 1966. The 
Supervisory Age n t notified Silverado on February 10, 1986 that its loan 
pollcl— for — jor loans were acceptable. 

During 1965, Silverado informed the Supervisory Agent of developing 
probls— with its $55 million invest— nt in SPXC securities held and in 
participation loans with Beverly Bills Savings and Loan Association and 
Bell Savings and Loan Association (Bell Savings), both located in 
California, and having severe financial difficulties. In January 1986, 
Silverado informed the Supervisory Agent of its exposure on loans with 
Craig Ball-related entitles through purchased participations from 
Westwood Savings and Loan Association, Los Angeles, Cxllfomla. On 
January 21, 1966, Silverado requested supervisory approval to enter into 
a $155 million loan transaction with Bell Savings that would serve to 
work out IS probl— participation loans that Silverado had purchased 
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from Boll Savings with recourse. The Supervisory Agent notified 
Silverado In a latter dated June 24, 1988, that no supervisory objection 
wee taken to the proposed restructuring of the Bell Savings* loans. 

* special sxaminatlon was conducted on Silverado as of July 22, 1985 to 
review substandard assets. The examination was completed on Severer 8, 
1985 and sent to the Supervisory Agent on Moves*) sr 13, 1985. The Report 
noted that the large increase in regulatory capital and strong deposit 
growth since the last examination had enabled Silverado to continue its 
aggressive lending program in commercial real estate, that some 
appraisal deficienciss continued, and that Silverado had a concentration 
of high-risk loans that equaled 88 percent of total assets. The 
examiners also reported that subetandard assets ex ce eded 22 percent of 
total assets, that net Indicated losses were $10.8 million (18.5 percent 
of regulatory capital), and that Silverado had under reported its 
scheduled Items on Its TTRs. The Report indicated that Silverado had 
obtained an insurance policy to cover loan losses (maximum 105 percent 
of premiums). The examiners assigned a comprehensive rating of "4“ to 
Silverado due to asset quality. On September 24, 1985, Silverado sent 
the Supervisory Agent a 73-page letter addressing the preliminary 
examination findings and discussing Silverado's growth and level of 
regulatory capital. Silverado detailed its disagreement with many of 
the examiners' classifications and maintained that excess regulatory 
capital would cover losses from substandard assets. Silverado 
acknowledged Its concentration in commercial real estate and development 
loans, stating that the higher level of credit risk was offset by a 
lower level of interest-rate risk in these loans. Lastly, Silverado 
noted that it had committed itself to a slower growth rate than 
projected in January 1985. The Supervisory Agent transmitted the Report 
to the board on November 29, 1985, stating that a letter to comment on 
the Report would follow in due course. 

The Supervisory Agent held a meeting with the top management of 
Silverado on January 3, 1988 to discuss Silverado's financial condition, 
operations, and 1988 business plan. Silverado management was asked 
specific questions about the institution's comparative performance 
against the approved business plan in 1985, its policy for establishing 
loan loss reserves, its exposure to interest-rate risk, the basis for 
the short-term Incentive program for senior executives, and the then 
current status of the real estate acquired in exchange for preferred 
stock. Management indicated its Intention to slow down the rate of 
growth in high (credit) risk assets. The business plan presented at the 
meeting noted Silverado's Intention to restrict loan concentrations, 
outlined annualised growth of approximately 22 percent through 1990, and 
projected a regulatory capital to total liabilities ratio of 8 percent. 
In a letter dated January 17, 1988, Silverado responded to the questions 
asked at the January 3, 1988 meeting. Silverado stated that it met all 
business plan objectives for 1985 except concluding the year with a 
ratio of regulatory capital to total liabilities of 5 percent (it ended 
with 4.7 percent). Silverado management further indicated: (1) that 
loan loos allowances were based on a color-coded classification system 
and that Silverado had 511 million in OAAR loan loss reserves in excess 
of indicated losses; (2) Silverado's assets and liabilities were over 84 
percent matched; (3) the short-term incentive program had been updated 
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baood on a Wyatt Company atudy and waa baaod on achieving a tar gat nat 
Income; and (4) Silverado atill hold moot of tho land acqulrod in 
exchange for proforrod stock. 

Tho Suporrioory Agent's lottor datod February 20, 19t9 addroaaod tho 
Koporta aa of January 7, 1985 and July 22, 1985. Tho Supervisory Agent 
requested that Silverado provide Supervision with a quarterly assessment 
of its loan underwriting and monitoring system, directed Silverado to 
immediately recognise aubstandard aaaeta and oatabliah apecific roaorvea 
where applicable, requeatad aore detailed rationale for the short-term 
incentive program, and directed Silverado to implement procedure* to 
accurately report ochedulod items and delinquent loans. The Supervisory 
Agent also directed Silverado to meet a minimum regulatory capital to 
total liabilities ratio of 5 percent by June 30, 1988, stating that if 
this ratio could not be eet, Silverado aunt shrink to the level of 
liabilities consistent with a growth rate of leas than 25 percent. 
Silverado's response to the supervisory letter was received on April 7, 
1988. The response stated that additional measures. Including improved 
staffing, had been implemented to improve loan underwriting and 
monitoring, that periodic assessments of underwriting and monitoring 
would be provided as requested, that if preferred stock could not be 
sold then assets would be reduced in order to meet a 5 percent 
regulatory capital to total liabilities ratio, and that Silverado's 
internal classification systam would be changed to conform to the 
THLIS's newly lmpleamnted regulations on asset classification. 
Silverado also indicated that reporting procedures had been improved to 
cure noted deficiencies and provided additional justification for the 
short-term incentive program for senior executives. 

On January 8, 1988, the Supervisory Agent directed Silverado to submit a 
quarterly report on brokered deposits. Zn order to facilitate 
additional monitoring of Silverado's operations, on Nay 2, 1988, the 
Supervisory Agent requested the institution to submit the rHLS of Topeka 
Nonthly Financial Report. On June 27, 1988 the FHX^B approved the 
formation of a unitary holding company, SFC, through an exempt 
reorganisation where the shareholders of Silverado stock would exchange 
this stock for equivalent stock in SFC. The exempt reorganisation was 
completed on June 30, 1988. 

Zn a mee t i ng with the Supervisory Agent on June 3, 1988, the senior 
ma n ageme n t of Silverado presented a revised business plan for 1988 due 
to aa increase of 841 million in loan lose allowances as of December 31, 
1988 on a GAAP basis as required by their Independent accountants, Krnst 
8 Whinney, in c on n e c tion with the 1985 audit. The revised plan included 
the issuance of $120 million in subordinated debt qualifying as 
regulatory capital. This Increased level of regulatory capital was 
projected to support an increase in assets up to $2 billion by the and 
of 1988 (an annualised growth rate of 35 percent for the last 3 quarters 
of the year). The PSA expressed concern in the meeting over the 
projected percentage of subordinated debt as part of regulatory capital. 
Silverado responded in a letter dated June 6, 1988 that review of legal 
counsel found no restrictions on subordinated debt from a percentage 
perspective. On June 3, 1988, Silverado submitted two applications to 
issue and include $100 million and $20 million, respectively, in 
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subordinated dobt aa regulatory capital. Thoao applications tears 
withdrawn in July 1988 and roplacod with two now applications for 
$14 alllion and $S6 Billion in subordinatsd dobt. Tho $14 Billion in 
subordinated dobt was lssuod to an afflllats of MDC through a private 
placoaont on Juno 30, 1986. Tho application for this subordinatod dobt, 
and a lottor froa Silverado datod July 9, 1986, stated that tho procoods 
of tho dobt iasuanco would bo invested in high quality singlo- family 
residential nortgago loans in ordor to build intorost margin and reduce 
credit risk. Tho PSA approved tho inclusion of this subordinatod dobt 
as rogulatory capital provided that SFC execute a not worth maintenance 
a gr ee m ent and agree to Halt dividends to $0 percent of tho cumulative 
not income of Silverado (from tho date tho holding company was formed). 
SFC provided those executed agreements to the Supervisory Agent in 
August 19BS. The $S6 million subordinated debt application was 
withdrawn on August 31, 19S6 when additional information requested by 
the Supervisory Agent on August 1, 19SS had not been received. 
Silverado filed a formal growth plan application on June 30, 1986 which 
outlined the growth reflected in the revised business plan presented on 
June 3, 19BS. A revised growth plan was submitted to the PSA by 

Silverado in a meeting on August 4, 19S6 which outlined $70 million in 
subordinated debt issued in 19B6 instead of $120 million. Silverado 
withdrew the growth plan on September 2, 19BS after it became apparent 
that the plan would not receive regulatory approval. 

Silverado notified the PSA in a letter dated August 2B, 19BS that the 
services of Ernst A Whinney as Silverado's independent accountants were 
being terminated. Silverado cited the following reasons for this 

actions (1) Ernst B tfhlnney had been the independent accountant for 
Silverado for nine years, and a change to a different "Big Bight" 
accounting firm would enhance the appearance of impartiality and 
independence; and (2) Ernst « Whinney had charged excessive fees for the 
19B9 audit and the board had determined that cost containment or 
reductions in this area should be attempted. In the letter. Chairman 
Wise represented that, in the past 24 months, there had not been any 
unresolved Issues, scope restrictions, unanswered questions, or any 
disagreements with Ernst B Whinney on any matter of accounting 

principles, practices, financial statement disclosures, or auditing 
procedures, which disagreements if not resolved to the satisfaction of 
Erast B Whinney would have caused Ernst B Whinney to make reference in 
connection with their opinion. On September 11, 19BB, Ernst B Whinney 

forwarded a copy of its letter dated September S, 19BB responding to 
Silverado's letter dated August 2B, 198B. Ernst B whinney stated in 

this letter that there were several disagreements between Ernst B 
Whinney and Silverado with respect to accounting and auditing matters 
during the course of the 198S audit, although these issues had been 
reeolved, as indicated by the issuance of a clean opinion on the 198S 
audited financial statements. Ernst 6 Whinney noted two principal 
disagreements, the adequacy of Silverado's allowance for loan losses and 
the auditing and reporting of transactions between Silverado and various 
related parties, primarily major owners of Silverado's preferred stock. 
Ernst B Whinney outlined discussions which had occurred on the following 
topics as related to loan loosest (1) the application of FAS-15; (2) 
application of the provisions of the AICPA Audit Qulde for Savings and 
Loans related to troubled debt and net realisable value calculations; 
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(3) what ha r cartain of Silverado's loans should ba considered (in 
substance) as investments in raal sstatai and (4) estimated loss amounts 
as datailad in 7HLBB examination raports. On September 12, 1986, 
Silvarado sant a lsttsr to tha Dir act or of Examinations stating that 
discussions concerning thasa aattsrs had takan placa, but that Silvarado 
had rasolvad any disagreements and that tha discussions did not rssult 
in any change in Silvarado' a method of accounting froa prsvious ysars. 
Zn a lsttsr datad Saptaabar 16, 1986, tha Dir act or of Examinations 

advisad Silvarado that ha had concludsd a discussion with Xrnst 6 
whinnay ovar tha points covarad in thalr Saptaabar 8, 1986 lsttsr, 
stating Krnst 6 tfhlnnay had raportad that Silvarado incraassd loan loos 
allowancas by approximately $32 aillion as a rssult of tha audit, that 
thalr idantlflsd exceptions on classifying ADC loans as invastasnts wars 
not considarad material, that Silvarado did changa its accounting 
practlca ralating to prasLiums paid for loan loss insuraacs covarags, and 
that Silvarado had astablishad tha lossas idantlflsd in rHLBl 
exam ination raports. Sasad on Imst 6 tfhlnnay ' o rasponsas, tha Dirsctor 
of Exasdnations otatad Silvarado had sat tha requirements for changing 
auditors and raquastad a copy of tha engagement lsttsr with tha naw 
indapandant accountants, Coopars. 

On Saptaabar 11, 1986, oanlor management of Silvarado aat with tha 

Supsrvisory Agant to provida information ralating to a pooling of 
Sllvarado'a major loans. Tha adequacy of Sllvarado'a loan loos 
allowancas on a SAP basis was also discussed. Silvarado explained it 
was pooling a major portion of Its loan portfolio for purposes of 
sailing participations In tha portfolio and creating a mortgage-backed 
security. Assets in tha pool, totaling $86S aillion, consisted of all 
commercial raal estate and construction loans in portfolio on August 31, 
1986, Silverado's investment in SPXC securities, wraparound 
single- family mortgages, and loans receivable to subsidiaries secured by 
raal aetata holdings (primarily land). Silvarado projected adding 
another $200 million in whole single-family loans which could ba 
acquired by December 31, 1986. A $45 million junior participating 
interest in tha pool was sold by Silvarado to Silvarado Investment 
Company (SZC), a wholly-owned subsidiary of Silvarado, on August 31, 
1986. This junior interest was subordinate to Silverado's interest in 
tha pool as to principal and interest payments. Tha junior interest was 
to receive interest at tha prims rata if cash flows from tha pool wars 
sufficient. Silvarado maintained that tha credit risk in its portfolio 
would be isolated to SZC through this pooling and tha sale of the junior 
interest. Silvarado stated that only tha junior interest should ba 
treated as a scheduled item, as this participating interest had all tha 
risk of loss. Silvarado envisioned selling a senior interest in the 
pool of some S200 million to Drexel Burnham or another investor. On the 
issue of RAP reserves for loan lossas, Silvarado rsprasanted that it had 
$10 million in such reserves on July 31, 1986, with an unallocated 
cushion of $580,000. Zn response to supervisory questions, Silverado 
stated that additional information would ba submitted on tha Loan Pool, 
including accounting and legal opinions. 
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On Sep t o a ba r 30 , 1906, tho Supervisory Analyst sank a memorandum to tha 
Director of Agancy Function* regarding Silverado's loan loss reservs*. 
Review of tha Report aa of July 22 , 1969 and Silverado' a asaot 
claaaif ication report* indicated that Silverado had not eatabliahed 
•pacific raaarvaa for losaaa on a nuatoer of major loan* aa identified in 
the Report, and that Silverado had upgraded aeveral major loans from a 
substandard classification. The Supervisory Analyst stated that 
Silverado might not be properly applying the provisions of FAS-15 as it 
related to in-substance transfers of assets, and that, regardless of the 
propriety of accounting for loan losses on a GAAP basis under provisions 
of PAS-19, significant losses on a regulatory basis were evident which 
should be recognised. N. Christian Mitchell, Accounting Fellow with the 
Office of examinations and Supervision (OSS), agreed with this position, 
per conversations with the Supervisory Analyst. The Supervisory Analyst 
also noted that Xmst 6 Vhinney appeared to be inaccurate in their 
report to the Director of examinations that Silverado had established 
allowances for losses identified in examination reports. On November 6, 
1966, the Supervisory Analyst requested Silverado to submit its internal 
asset classification report as of September 3, 1986, and to provide 
detailed information on $102 million in land and nonresident lal loans 
closed during September 1966 (aa Indicated on the quarterly TFR) . This 
information was received from Silverado on November 20 , 1986. In a 

memorandum to the Supervisory Agent dated November 29 , 1966, the 

Supervisory Analyst noted that the information disclosed was cause for 
supervisory concern over the types of loans being extended, the 
continued c oncentration of credits in land and commercial real estate, 
and the apparent postponement of loss recognition to enable the 
institution to continue making large loans of this* type. The 
Supervisory Analyst also noted that he had dlscuseed this information 
with the examiner- in-Charge (SIC) of the examination scheduled to 

commence at Silverado on November 24 , 1986, suggesting that the 

examiners closely review the underwriting for these newly-originated 
loans. Additionally, the memorandum indicated that the Supervisory 
Analyst had discussed with the SIC Silverado's use of FAS- 19 to account 
for losses on troublsd debt, indicated looses from the previous 
examination which Silverado may not have recognised, and the pooling of 
Silverado's loan portfolio. In a letter dated November 14, 1966, the 
Supervisory Agent notified Silverado that the use of FAS- 15 in 

accounting for troubled debt restructurings did not preclude the 
reoognltion of indicated or appraised losses for RAF purposes, and 

summarised the position in FHLBB Msanrandum SF-97a that the 

establishment of loan loss reserves should be made in accordance with 
GAAP as promulgated under FAS-9, Accounting for Contingencies. The 
Supervisory Agent directed Silverado to recognise indicated or appraised 
losses for restructured loans, noting that supervisory review of the 
Report as of July 22 , 1989 and Silverado's classification reports 

indicated that such loss rscognition would exceed $10 million and cause 
RAF loan loss reserves to more closely approximate those established for 
GAAP purposes. The Supervisory Agent requested that, in addition to 
listing the specific reserves established in response to his letter and 
reconciling established specific reserves to indicated losses in the 
Report aa of July 22 , 1989, Silverado submit a list of restructured 

loans accounted for under the provisions of FAS-15, detailing and 
evaluating classifications of these loans, and outlining credit 
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— taMH*. This information was submitted by Silvarado on Dacambar 16 , 
1986. Zn tha lattar t ran am itting thia matarial, Chairman wise at at ad 
that ainca tha prarioua ax— ination in 1985, Silvarado had established 
additional RAP raaarvaa, racovarad loaaaa through tha loan loaa 

inauranca policy, and rastructurad many of tha loana. Mr. Wiaa 

aaintainad that any loaaaa in tha loana would ba abaorbad by junior 
participation intar— ta in tha Loan Pool which Silvarado waa currently 
— lling and that Silvarado axpacted to aall batvee n $15 million and 
$25 million of tha— intaraata by tha and of 1986. After review of thia 
—terial, aa wall aa pravioua ax— ination reports, tha Supervisory 
Analyst sent a memorandum to tha Supervisory Agent on January 20, 1987 
noting that four loans appeared to have unrecognized indicated losses 
per tha Report aa of July 22, 1985, but that tha information contained 
in tha examination report waa old and stale and that tha loans appeared 
to have be— significantly restructured within tha past year. Aa a 
comprehensive ax— ination of Silvarado had commenced on Dec ember 1, 
1986, in which thaae loana would rec eive a currant, — re accurate 
review, tha Supervisory Analyst suggested that tha Report aa of July 22, 
1985 ba closed and that tha claasif i cat ions identified in tha pending 
report be uaed to determine that all indicated loa— a ware recognized. 
The Supervisory Agent concurred with this rarnmme ndation. 

Silverado provided accounting and legal opinio— relating to tha Loan 
Pool with a lattar to tha Director of Agency Functions dated October 20, 
1986. Zn — accounting opinion dated October 6, 1986, Coopera opined 
that the proposed accounting tr— tme nta of removing the sales of 
participation interests in tha Loan Pool from tha balance sh— t (as 
opposed to being treated — a borrowing), considering junior 
participation interests sold to third partiss aa additlo— 1 loan loss 
reserves, — d rec ording c— h flows fr— tha Loan Pool in excess of a 
prime rata of return as servicing f— s to Silvarado, were in accordance 
with GAAP. The legal opinion, dated October 9, 1986 (fr— Sherman and 

Howard), stated the belief that Silverado had created a security fr- 
its a— ior interest in the Loan Pool which should be viewed as a whole 
for purposes of determining scheduled items treat— nt, aa opposed to 
a— lysing and classifying individual pooled assets. Zn a lattar dated 
Wovember 6, 1986, the Supervisory A— lyst requested extensive amounts of 
additional lnfor— tlon regarding the Loan Pool, including Loan Pool 
documen tat ion, accounting informa tion, financial reporting impacts of 
the Loan P—1, and reconciliations of RAP and GAAP lo— loss reserves. 
Silverado submitted this requested additlo— 1 infor— tion on 
December 16, 1986 and requested a m— ting with the Supervisory Agent to 

further discuss its Lo— P—1, which was held on J— uary 14, 1987. The 
Supervlao ry Agent discussed supervisory concerns over the Lo— P—1 
relating to accounting an d fin— clal reporting issues and to application 
of regulations pertaining to asset classification — d scheduled it— s. 
The Superviso ry Agent t— k the position that asset classification would 
flow through to Individual assets in the Lo— P—1. Chief Financial 
Officer Robert Lewis said that — accounting opinion could be provided 
to re— lve supervisory concerns on accounting issues. Mr. Lewis also 
stated, in responding to a question, that the sale of st— k during 
Dec emb e r 1986 did not necessitate the filing of a change of control. In 
a follow-up letter dated J— uary 29, 1987, the Supervisory Agent 

confined to Silverado the request for — opinion fr— the institution ■ s 
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independent Accountant • on five -specific Accounting ieeuee regarding the 
Loan Pool. The Supervisory Agent noted in this letter that other 
regulatory consider at lone remained under review, and that clarification 
of these issues would be obtained from the FHLBB's Office of Regulatory 
Policy, Oversight, and Supervision (ORPOS). Silverado submitted the 
requested accounting opinion to the Supervisory Agent on March 6, 1987. 
Chief Financial officer Lewis noted in his transmittal letter that the 
Loan Pool was not technically a Mortgage-backed security and that 
Silverado would ansnd its TFRs to reflect this change in accounting. 

The Supervisory Agent sent two memorandums to 0RPQ8 on February 6, 1987 
requesting review and clarification of the applicability of existing 
regulations to the Loan Pool. One memorandum was sent to Mr. Mitchell. 
Accounting Fellow with ORPOS, outlining Silverado's accounting for the 
Loan Pool, identifying five specific accounting issues, and requesting 
ORPOS' position as to the appropriate accounting for the Loan Pool. 
Another aaeorandue was sent to Joseph Arendes, an Assistant Director for 
Regional operations ( ADAO) at ORPOS, describing the Loan Pool, outlining 
Silverado's position regarding the applicability of the regulations 
pertaining to asset classification and scheduled itses to the Loan Pool, 
setting forth the position the Supervisory Agent had taken, and 
requesting clarification of the applicability of the asset 
classification regulation to the Loan Pool. ORPOS responded with two 
memorandums (froa Tom Blooa, Chief Accountant, and Jamas Bockenhull, 
Deputy ADRO) to the Supervisory Agent, received on May 1, 1987. These 
memorandums stated that asset classification should flow through to the 
underlying assets in the Loan Pool, and that the sales of junior 
participations should be considered as loan loss coverage. 

A comprehensive examination of Silverado was commenced as of Decoder 1, 
1988. The BZC filed an Interim Report dated January 27, 1987 which 
outlined the following natters which could be consented upon in the 
final Report or which were of supervisory interest i (1) the volume of 
forward coenitnento had exceeded regulatory limitations in 1988, 
although Silverado was now in compliance* (2) at least four seriously 
deficient appraisals had been noted, three of which were appraisals for 
properties Involving transactions betwee n Silverado and Bill Walters i 
(3) excessive compensation to executive officers* (4) transactions with 
insiders, including Bill Walters, Kenneth good, and MDC* (5) holding 
company loans to Chalrnan wise and principal owner w. James Mets* (6) 
composition of regulatory capital* (7) lack of appraisals for service 
corporation investments* and (8) asset quality. Based on conversations 
with the BZC concerning the Interim Report, the Supervisory Agent sent a 
memorandum dated February 2, 1987 to the Director of Agency Functions 
which outlined supervisory issues and possible violations of regulations 
identified from the ongoing examination of Silverado. On February 4, 
1987, the Supervisory Analyst and Assistant Director of Ixaminatlons 
sent a memorandum to the BZC requesting document at ion on the 
transactions and other natters detailed in the Interim Report. In a 
memorandum dated March 2, 1987 and a supplemental memorandum dated 

March 8, 1987 to the Director of Agency Functions, the Supervisory Agent 
provided a detailed summary of the supervisory issues, apparent 
regulatory violations, and supporting documentation identified from the 
ongoing examination of Silverado. Primary issues identified in the 
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Interim Raport concerned self -funding of capital transactions, prepaid 
preferred stock dividends, and sales of junior participations, 
misleading past applications from Silverado on subordinated debt, and 
excessive compensation and loans on preferential terms to executive 
officers. ORPOS and the Office of Inforeament (01) were informed of the 
preliminary findings during Pebruary 1987. A Caase-and-Desist Order was 
drafted and a supervisory meeting was scheduled with the board of 
Silverado. The supervisory meeting with the board was held on March 10, 
1987. Representatives of 01 and ORPOS were present at the meeting, in 
addition to supervisory personnel, as was legal counsel for Silverado. 
Sack issue was presented and discussed in detail, with Silverado 
responding that the use of loan proceeds to fund acquisitions of stock 
and junior participation interests in the Loan Pool did not violate 
regulations because Silverado received the ultimate benefit of these 
transactions, not SPC; that the holding company loans to Messrs. Metz 
and Vise were in accordance with applicable state lawi that only the 
vested portion of the S4.S million in subordinated debt would be 
included as regulatory capital (agreeing that Silverado had erred on 
this matter); that the prepayment of preferred stock dividends from the 
self-funded sale of stock did violate regulations and would be reversed; 
that the loans made to executive officers secured by primary residences 
we r e not on unfavorable terms because Silverado would extend these loans 
to individuals of similar credit status; and that Silverado had 
indirectly acquired the residential loans referred to in its $14 million 
subordinated debt application. Prom a supervisory standpoint, it was 
decided that the evaluation of basic safety and soundness Issues related 
to the self-funding transactions (for stock and junior participation 
interests) required the completion of current examination procedures on 
the underwriting of those loans which had provided the funds for 
acquisition of the securities. The Supervisory Agent issued a 
supervisory directive to Silverado that prohibited SPC, Silverado, or 
any subsidiary thereof from funding, directly or indirectly, the 
acquisition of any securities (including any SPC or Silverado stock or 
participation interests in the Loan Pool) of SPC, Silverado, or any 
subsidiary. Additionally, Silverado was directed to reduce regulatory 
capital by the amount of the unvested portion of S4.S million in 
subordinated debt Issued to executive officers. The Supervisory Agent 
stated that Silverado's responses during this meeting would be fully 
evaluated in light of completed examination findings. Silverado 
maaegsmsQt assured the Supervisory Agent that no legally binding 
commitments existed on Mareh 10, 1987 which Involved sales of stock, but 
that one transaction involving the sale of a junior participation 
interest had been committed to. The Supervisory Agent requested that 
Silverado submit a legal opinion to support that position, and to 
provide detail on the transaction. The Supervisory Agent formalised the 
directives issued at this meeting in a letter dated March 20, 1987. 

Silverado's in-house legal counsel submitted the requested legal opinion 
on binding commitments on March 11, 1987 as requested in the meeting on 
March 10, 1987. The loan commitment was to SDC Land Partners, Ltd. 

(John R. Sullivan) in the amount of $73.8 million. This loan was to be 
secured by a se c ond dee d of trust on approximately 330 acres of 
undeveloped land in Port Worth, Texas (behind a $40 million first deed). 
Approximately $17.8 million in loan proceeds was to be used to purchase 
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junior and subordinatad inttrttti in the Loan Pool* with tho borrower to 
receive $23 million in cash at closing. Tho Supervisory Agent roquoatod 
tho additional Information on this loan which waa provided on March 26* 
1987. Tho loan waa cloaod on March 27* 1987 pursuant to tho outstanding 
commitment . Tho Supervisory Agent notified Silverado by letter on 
April 3* 1987* that although it appeared that a legally binding 

commitment existed for this loan, the basic underwriting for the loan 
was questionable and that additional supervisory comment would be 
forthcoming after the examiners had specifically reviswed this credit 
during the then ongoing examination. An appraisal subsequently ordered 
by the PHLS of Topeka on the collateral property for this loan showed an 
indicated loss of $41 million* which Silverado has recognised on its 
books pursuant to a directive by the Supervisory Agent. 

The Supervisory Agent received a letter from Chairman Wise on March 23* 
1987 which outlined Silverado's business purpose in its capital raising 
activities and set forth actions the board had taken since the meeting 
on March 10* 1987 to address supervisory concerns. Mr. Wise stated 

thatt (1) the board had revised Silverado's policies regarding loans to 

directors and senior officers to lower the maximum loan- to- value ratio 
from 100 percent and to require principal paydowns ; (2) that Silverado 
would treat the stock purchased from loan proceeds as a stock 

subscription (and* therefore* excluded from regulatory capital) until 
the loan had been paid down accordingly; (3) that Silverado would not 
initiate any new transactions with shareholders* and that SPC and 

Silverado would not enter into any stock for real estate deals without 

prior notice to the Supervisory Agent; (4) that SPC would make no future 

loans to officers or directors of the holding company; and (S) that SPC 
would not prepay dividends on its preferred stock. The Supervisory 
Agent received a letter from the Wyatt Company written on behalf of 

Silverado to support Silverado's compensation level. 

Silverado's audited financial statements as of Decem b er 31* 1986 were 

received by the PHLB of Topeka on March 27* 1987. Coopers expressed a 
clean opinion* dated January 29* 1987* on the financial statements of 
Silverado. The statements reflected net incoms on a GAAP basis for the 
year of SIS. 9 million. The statements also reflected a reversal of 
provisions for loan losses for 1986 of $2.7 million which served to 
increase net lnroms in that amount. Pootnotes to the financial 

statements also r evealed that Silverado had S9.5 million more in loan 
loss allowances on a GAAP basis than on a RAP basis. Conversations with 
the BZC indicated that Coopers had not communicated with the examiners 
regarding findings of the examination in prooeee. Silverado recognised 
a net loss of approximately $15 million on a RAP basis in 1986. 

A meeting was held on April 7* 1987 be t wee n Silverado management and the 
Supervisory Agent to discuss the proposed sale of a $1S0 million senior 
interest in the Loan Pool to another thrift institution and the stock 
for real estate deals that Silverado had undertaken in December 1986. 
The Supervisory Agent noted that preliminary examination findings on 
appraisal reviews Indicated that these capital transactions may have 
been predicated on over inflated values. Silverado responded with the 
belief that the values were appropriate. The proposed sale of a senior 
interest fell through and no sales of senior interests in the Loan Pool 
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havo boon oado. In a I attar datod April 24, 19S7, to tho PSA, Chairman 
Wise propoaod increasing Silverado's ainiouo rogulatory capital 
roquiraoont by a factor equaling 20 percent of the stock issued in 
exchange for real estate, in order to alleviate supervisory concerns 
over tho value of tho real estate. The Supervisory Agent notified 
Silverado in a letter dated May 12, 19S7 that the proposal contained in 
Mr. Wise's letter dated April 24, 19S7 was premature since the 
examination was still in progress and all findings were not complete, 
and that identified valuation deficiencies would have to be resolved 
prior to any consideration of this proposal. On May It, 19S7, Chairman 
Wise seat a letter to the Supervisory Agent describing Silverado's 
p ers pective and plan of action for dealing with supervisory concerns in 
three areas i asset quality, transactions with related parties, and 
capital raising activities. Mr. Wise stated that loan loss allowances 
and outstanding junior participation interests in the Loan Pool were 
sufficient to cover losses in Silverado's loan portfolio, that Silverado 
would give prior notice to the Supervisory Agent for any new commercial 
real estate or land loans, and that management would give prior notice 
to the Supervisory Agent of any transaction with a shareholder or 
involving purchases of stock with loan p r o c eeds. Mr. Wise further 
stated that m a n ageme nt and the board were committed to reducing credit 
risk, and Silverado would severely curtail current commercial real 
estate leading activities. 

The PBLSS a pp r oved a formal examination of Silverado under Section 
407(e)(2) of the Mational Mousing Act (12 O.S.C. Section 1730(a)(2)) on 
April 23, 19S7 (FILMS Resolution Mo. 87-409), pursuant to a request from 
the FILS of Topeka's Agency Functions' Legal Counsel to the Deputy 
Director of the OB. 

The Report as of December 1, 19SS was completed and transmitted to the 
Supervisory Agent on July 22, 19S7. This 300-page Report (Sxhiblt S-2) 
detailed many areas of supervisory concern and regulatory violations 
including the self-funding of stock sales and sales of junior 
participation interests) an unreported change-of -control involving 
Mr. Walters) conflicts of interest and self-dealing; excessive 
compensation) excessive credit risk and loan concentrations; 
misrepresentations on subordinated debt applications; poor underwriting; 
severely deficient appraisals and the lack of adequate supporting 
documentation for collateral values on service corporation projects; 
loans on preferential terms to officers and directors; prepayment of 
holding company dividends from funds indirectly derived from Silverado; 
dist o rted and inaccurate financial reporting due to Silverado's handling 
of the L oa n Fool for reporting purposee; and, the circumvention of asset 
classification regulations with the Loan Fool. The Report reflected 
substandard asset classifications in excess of 26 percent of total 
assets and losses exceeding $52 million. The examiners indicated that 
Silverado failed to meet its minimum regulatory capital requirement when 
the asset classifications outlined in the Report were considered. The 
examiners' review of the capital raising transactions and the 
self-funding of junior participations revealed that most of the 
transactions appeared based on deficient appraisals, causing supervisory 
concern that the real estate holdings and capital accounts of Silverado 
were carried at highly overinflated values. The conflicts of interest 
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and self-dealing revolvad around a purchase of stock by Mr. wise froa a 
preferred stockholder (Kenneth Good) at the same time Silverado approved 
a significant modification to the shareholder's $24 million loan 
(releasing eollatsral and a personal guarantee), and the granting of 
loans of $2.8 million and S1.4S million to Messrs. Wise and Mats (holder 
of 90 percent of comm o n stock of SPC), respectively, out of proceeds 
indirectly derived from Silverado (through Silverado funding the 
purchase of real estate interests by a service corporation, which funds 
were used to purchase holding company stock and then funneled by SFC 
into these loans) . The examiners reported that the top three officers 
at Silverado (Messrs. Wise, Vandapool, and Lewis) received compensation 
totaling in excess of $2.5 million for 1988, including short-term 
incentive bonuses exceeding $1.1 million based on net income on a OAAP 
basis for 1988. Mr. Meta was also noted to be the recipient of a 
$250,000 consulting contract with Silverado, paid on an annual basis. 
The prepayment of holding company dividends was made from funds derived 
indirectly from Silverado (through the same method described earlier). 
The Report also revealed that Silverado had extended a significant 
amount of new major loans to borrowers who would assume other troubled 
debt of Silverado. These loans were noted to be highly questionable as 
to underwriting and sufficiency of collateral value. Silverado was 
assigned a comprehensive rating of "4" with this examination. 

The Supervisory Agent forwarded the Report as of December 1, 1988 to the 
board of Silverado on July 29, 1987, urging the board to begin a p r omp t 
and thorough review due to the concerns outlined in the Report. The 
Supervisory Agent noted that a supervisory letter would follow in due 
course. Zn another supervisory letter to Silverado dated July 29, 1987, 
the Supervisory Agent informed Silverado that from a regulatory 
perspective, asset classification would a flow through" to individual 
assets in the Loan Pool. Silverado was directed to report classified 

assets in the Loan Pool on TPRs submitted to the PHL1 of Topeka, and to 
implement this change immediately. On August 7, 1987, the Supervisory 

Agent sent a letter to the board requesting a meeting on August 25, 1987 
to discuss the concerns outlined in the Report. Silverado's executive 
officers met with the Supervisory Agent on August 7, 1988 to discuss 
their review of the Report as of Decsmber 1, 1988- Chairman wise 
presented a letter detailing actions Silverado had taken to address 
supervisory concerns. This letter outlined proposed additional actions 
that Silverado would take to address supervisory concerns. These 
actions included increasing regulatory capital to 8 percent by 

additional exchanges of preferred stock for real estate (with the real 
estate investor retaining a subordinated percentage interest in order to 
mitigate valuation risk)) ceasing the origination of any new loans or 
purchase assets except for single-family residential hone loans, 

Treasury securities, or AAA- rated mortgage-backed securities; obtaining 
prior regulatory approval for any transaction with a shareholder; and, 
limiting compensation for senior officers in 1987 to a level 40 percent 
below 1988. Mr. Wise also stated that Mr. Walters was discussing the 
change of control issue with 00C. Silverado was told that a board 
meeting was necessary and that supervisory issues would be discussed in 
detail with the full board. 
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OOC issued a roaponao dated August 10, 1967, to Silverado's raquast for 
interpretive advice, stating that tho participation eartificataa 
evidencing an ownership intaroat in tha Loan Pool appaarad to meet tha 
definition of "securities, • but that sinca it wan not claar that tha 
eartificataa rapraaantad "aacuritiaa iaauad by a thrift institution, - 
tha ataff would not raco — n d enforcement action if auch eartificataa 
wa ra iaauad to third partiaa. 

On August 16, 1967, tha Supervisory Agent and tha Director of 
E xaminations visited tha officaa of Irnat 6 whinney and coopara to 
review tha indapandant account ant a' workpapers for tha 1969 and 1966 
audita, respectively . Tha review of Coopara' workpapara for tha 1966 
audit and diacuaaiona with tha engagement per normal, indicated a lack of 
expert iaa for thia complex assignment. Thia r or law further diacloaad 
apparent dafielaneiaa in Coopara* work in key audit areaa (aaaat 
valuation, credit review, tha aaaaa aaan t of tha adequacy of loan loan 
a 1 Iowa neaa, and related party tranaactiona) . 

Zn a letter dated August 19, 1967, the Director of Examinations notified 
Silverado that tan teat appraiaala relating to a lx loana or real eetate 
project a were being ordered by tha Diatrlct Appralaara. Thin action vaa 
taken purauant to tha r e c ommendations of tha BZC (dated Auguat 7, 1967) 
and tha Supervlaory Agent after rebuttala on appralaal deficienelea froa 
Silverado and lta out a Ida appraiaala ware found to be lacking and unable 
to reeolve valuation eonceraa. 

Chairman Vise aubmitted a liat of reoolutlone to tha Supervlaory Agent 
on Auguat 19, 1967, that tha boarde of Silverado and SPC ware to adopt 
in meetinga on Auguat 24, 1967 which would formalise tha proposed 
actions detailed in the latter datad August 6, 1967. Tha Supervisory 
Agent held tha scheduled meeting with Silverado's board on Auguat 29, 
1967. After confirming that tha directors had received and reviewed a 
copy of tha Report aa of December 1, 1966, tha Supervisory Agent 
then reviewed, in detail, tha supervisory concerns on tha significant 
findings in tha Report. The Supervisory Agent pointed out regulatory 
violations, tha alarming level of asset claaalf lcationa, tha lack of 
diversification in tha loan portfolio, tha use of severely deficient 
appraisals for underwriting purposes, tha questionable loana extended to 
work out existing problem credits, and the impact of the Loan Pool in 
creating a distorted financial picture for tha institution. The 
Supervisory Agent stated that It appeared that Silverado had not 
recognised loan losses in a timely Banner and, aa a result, had used 
impaired capital to leverage growth. Zt was also noted that the 
institution failed to meat its minimum regulatory capital requirements 
as a result of asset claaalf lcationa identified in tha Report. The 
Supervisory Agent voiced tha concern that real estate holdings and 
capital accounts were reported at overstated values due to the use of 
deficient appraiaala. Chairman wise noted that the board had adopted a 
set of self - imposed resolutions that should resolve the supervisory 
concerns outlined in tha seating. Tha Suparvisory Agent responded that 
this action was not adequate, and that tha board would be given the 
opportunity to execute a Supervisory Agreeswnt to avoid the initiation 
of cease and desist proceedings. The Supervisory Agent noted that 
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valuation laauM would not bo resolved with this Supervisory fijnwnt. 
but would bo sddrossod for rosolution ones tho r*LS of Topoks ordorod 
tost spprsissls had boon received. Tho Supervisory Agent roquostod that 
tho board authorise management to negotiate a Suporrisory Agreement, 
which would bo forthcoming to Silverado in short ordor. Tho board 
authorisod management to nogotiats a Suporrisory Agreement on August 25, 
1917 . 

Tho Suporrisory Agont took suporrisory objection on Sept amber 10, 1917 
to a proposed dividend payment of 51. 1 million to S9C by Silverado, as 
sot forth in a notice dated August 21, 19S7. Suporrisory objection was 
based on tho fact that Silrerado did not hare those earnings arailablo 
for distribution and that Silrerado failed to meet its minimum 
regulatory capital requirement. 

On September 15, 1917, the Suporrisory Agent sent copies of a 

Suporrisory Agreement to Silrerado and a meeting with senior management 
was scheduled for October 2, 1987 to a n swer questions on the prorisiona 
of the Suporrisory Agreement. On October 1, 1987, Chairman tfise sent a 
letter to the ISA stating that a formal agreement was unnecessary. A 
meeting with senior management was held on October 2, 1987 to discuss 
the prorisiona of the Suporrisory Agreement. Xach prorlsion was 
discussed in detail and, in response to a direct question as to whether 
an agreeme n t was had (or the immediate initiation of cease and desist 
pro c ee d ings was necessary), management responded aff irmatirely, stating 
that they would rerisw the Supervisory Agreement with the board. The 
Suporrisory Agent established a deadline of October 11, 1988 for the 

board to execute the Suporrisory Agreement, which was later extended to 
October 21, 1987. The board executed the Suporrisory Agreement, 

entitled Operating Agreement, on October 21, 1987 (Inhibit 3-4). Among 
other prorisiona of the Operating Agreement, Silrerado was required to 
submit a capital plan within 30 days designed to bring Silrerado into 
compliance with minimum regulatory capital regulations, to comply with 
nUB reporting requirements, to rerise the terms of loans to senior 
officers and directors secured by residences to comply with applicable 
regulations, to commence best efforts to hare holding company loans to 
Messrs. Wise and Mats paid off or otherwise rumored from the books by 
March 31, 1988, to limit annual increases in compensation for senior 

officers to no more than 5 percent of the 1987 lerel, and to restrict 
loan and investment activity to making or purchasing single- family 
residential loans. Treasury or agency securities, or other securities 
rated in one of the four highest investment grades. The Operating 
Agreement also restricted Silverado and arc from (1) entering into any 
loan or investment transaction with a shareholder or engaging in 
transactions with other affiliates of the holding company; (2) from 
issuing stock in exchange for real estate (either directly or 
indirectly); (3) from prepaying dividends on preferred stock or interest 
on subordinated debt; and (4) from reporting discounts or prepaid 
interest on subordinated debt as regulatory capital. The Operating 
Agreement also called for prior regulatory review or approval of 
workouts, modification, sales, or exchangee of major loans and RIO. 
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I ft ia aro w tranoaetlona were submitted by Silverado for regulatory review 
and approval pursuant to applieablo provisions of tho Operating 
Agra sos nt in tbo months aftor it was osocutod. During November and 
December 1987, illvorado provldod plans and polielos roquirod by tho 
Operating Ag re e men t which worn taken under supervisory review. 

On September 18, 1997, PHLS of Topeka's Agency Functions' Legal Counsel 
•ubsiitted a memorandum (Inhibit 9-8) to the Deputy Director of 08 
recommending that the Section 407(e)(2) formal examination of Silverado 
include a review of the dealings between Chairman Wise and Kenneth Good, 
a borrower at Silverado, and between Messrs. Good and Bush, a director 
at Silverado. Mr. Good, a developer with significant loan relationships 
with Silverado, had received $14 million in preferred stock in Silverado 
in 1984 in exchange for undeveloped land. Mr. Good obtained financing 
from Silverado on other properties, including approximately $25 million 
on a property known as Parkway Plata ZZ. Zn December 1996, Mr. Wise 
purchased Mr. Good's $14 million in preferred stock for $100,000 in cash 
and $2.9 million in nonrecourse notes from Mr. wise. At the seme time 
that Mr. Wise purchased Mr. Good's stock, Silverado approved significant 
modifications to the Parkway Plata ZZ loan (releasing certain collateral 
and Mr. Good's personal guaranty for $3 million in cash). A review of 
Mr. Good's financial statements also revealed that he had extended at 
learnt one personal loan of $100,000 to Mr. Bush. Mr. Bush bec^s a 
director of one of Mr. Good's companies, located in Florida, in January 
1988. The Parkway Plata ZZ loan was subsequently consolidated with 
another Good loan (known as West Meadows), resulting in an outstanding 
loan balance of $34.1 million. As of September 30, 1988, Silverado has 
eetablished $12.1 million in specific reserves against this loan. The 
Supervisory Agent and Legal Counsel mat with 08 on January 5, 1999 and 
elaborated on the dealings described in the mamorandum dated 
September 18, 1987. Mr. Good gave testimony on this June 2, 1988. At 
that time, the formal examination was expanded to include a review of 
additional transactions at Silverado. The Supervisory Agent recommended 
that loans to SDC Land Partners, Ltd., and Cambridge Development 
Company, real estate transactions with Bill Walters, and the 1986 audit 
by Coopers be cove r e d in this review. 

on Sept amber 21, 1987, OOC referred the violation of the Change of 
Control Act by Bill Walters (who violated the act by contributing more 
than 29 pe rce nt of the capital of Silverado without appropriate filings) 
to 08 after being unable to resolve the issue with Mr. Walters. OB 
negotiated a Supervisory Agreement with Mr. Walters whereby Mr. Walters 
was to place his Silverado stock in a trust and sell the stock within 
180 days after the Supervisory Agreement was executed. Mr. Walters was 
restricted from purchasing any additional stock and, along with the 
trustee, was restricted from exercising any control over Silverado. 
This Supervisory Agreement was signed by Bill Walters and sent to the 
Supervisory Agent by 08 on May 10, 1988, who signed the Supervisory 
Agreement effective May 11, 1988. 

Zn a letter dated October 27, 1987, Silverado informed the Supervisory 
Agent that it had increase d RAP loan loss reserves by $5.2 million, 
accounting for the net loss reported by Silverado for August and 
September 1987. 
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The Supervisory Agent sent a supervisory i attar datad January 11, 1988 
to the board commenting on tha Aaport as of Oecamher 1, 1986. Tha 
Supervisory Agant notad that tha larga amounts of problem aaaata 
thraatanad tha futura ▼lability of tha institution and that Sllvarado 
had not yat racognixad tha aaaat elaaaification outlinad in tha Raport. 
Accordingly, tha Suparviaory Agant dir act ad Sllvarado to immediately 
racognisa tha aaaat claaaificationa outlinad in tha Raport and to amend 
tha December 1987 Quarterly TPR to reflect tha affect of thoee 
claaaificationa. Sllvarado was alao directed to eatablleh specific 
reserves for indicated losses not already covered by reserves or junior 
part ic lpat Iona . Tha Supervisory Agant ra c e— e n ded that tha board revise 
tha adequacy of financial reporting. Tha Supervisory Agant notad that 
Sllvarado had not adequately diversified its asset structure, and that 
although Silverado appeared to have changed its emphasis on asset 
acquisitions from commercial real estate and land to securities 
investments, tha board was directed to review all present and futura 
business plana in terms of mitigating any additional risks. The 
Supervisory Agant addressed appraisal deficiencies, stating that further 
supervisory action would be taken on asset valuation issues based upon 
tha results of reappraisals ordered by tha mi of Topeka. Zt was also 
notad that tha submitted capital plan and compensation reports were 
under review. Lastly, the Supervisory Agent directed the board to revise 
the institution's conflict of interest policies and to submit the 
revised policies for supervisory review. Silverado provided a draft of 
a revised conflicts of interest policy and an amended December 31, 1987 
Quarterly TFR to the Supervisory Agent on March 31, 1988. The board 
provided a detailed 36-page response to the Supervisory Agent's letter 
and the Report as of December 1, 1986 on June 8, 1988. The response 
stated that the board had been diligent in overseeing management's 
activities, and that although mistakes had been made, the resourceful 
and complex strategies utilised by Silverado to survive tha difficult 
existing economic period should not be criticised because the strategies 
were new or different. The board responded that asset quality problems 
were primarily the result of poor economic conditions in Silverado's 
market area and not the result of poor underwriting, and noted that 
business plans were being prepared on all problem assets. The board 
also defended compensation levels and the self-funding of sales of stock 
and junior participation intarests in the Loan Pool, stating that the 
acquisition of capital in this manner and the loan loos coverage 
provided by the sales of junior participations were beneficial. The 
board denied that Silverado had intentionally understated problem assets 
and losses. The board also noted that interest margins had improved, 
due primarily to Silverado's investment strategy, and that the 
investments in mortgage derivatives did not increase credit risk to 
Silverado which the board deemed to be of primary concern. The board's 
response encloeed a revised conflicts of Interest policy, as well as 
exhibits supporting the board's position. 

In response to a letter from Silverado dated January 22, 1988 which 
indicated that Silverado' RBC1C portfolio totaled 8500 million, the 
Supervisory Agent sent a letter on February 1, 1988 to Silverado 
requesting detailed information on Silverado's portfolio of RSMZC 
residual bonds and a summary of the measures used by the institution to 
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control interest-rate riak. This Information wac received on 
February 17, 1988. Bocauaa of supervisory concerns over Silverado's 

investment in these mortgage derivative financial instruments, the 
Supervisory Agent requested that the scope of the limited examination 
scheduled to commence on March 3, 1988 (to verify compliance with the 

Operating Agreement signed October 26, 1987) be expanded to include a 
detailed review of Silverado's investment activities and level of 
interest-rate risk. 

The Supervisory Agent received a letter on February 22, 1988 from legal 
counsel for SFC providing notice that Silverado and SFC anticipated 
dividending an undivided interest in the two notes held by SFC (for the 
loans totaling $4 million to Mr. wise and Mr. Nets) to the preferred 
shareholders for payment of past accrued but unpaid dividends. This 
letter requested supervisory approval for the dividend, as this 
transaction appeared to be covered by the Operating Agreement dated 
October 26, 1987. The Supervisory Agent took supervisory objection to 

the proposed dividend in a letter dated March 21, 1988, stating that the 
funds for these loans were obtained indirectly from Silverado, and that 
SFC was required pursuant to its Net Worth Maintenance Agreesmnt to 
infuse all available funds into Silverado since the institution did not 
meet its minimum regulatory capital requirement. The Supervisory Agent 
also noted that the proposed dividend would serve as a form of debt 
forgiveness for Mr. Wise, who as a substantial preferred shareholder 
(shares acquired from Kenneth Good) would be given an undivided interest 
in his own note. 

A limited examination of Silverado was commenced on March 3, 1988 to 
determine compliance with the Operating Agreement signed October 26, 
1987 and to review Silverado's investment activity and interest-rate 
risk management. The Report as of March 3, 1988 (Inhibit 3-3) was 

completed and transmitted to the Supervisory Agent on April 20, 1988. 

The Report noted that compliance with the Operating Agreement had been 
satisfactory, and that interest-rate risk was not considered excessive, 
although the examiners questioned the accounting treatment whereby 
Silverado had recorded a $21 million gain on the sale of certain 
principal-only securities through internally derived calculations of 
value. The examiners only rated the Risk Managsswnt portion of the 
MACRO rating with this examination, with Silverado rated a *3, ■ up one 
grade from the last examination. The Supervisory Agent transmitted the 
Report as of March 3, 1988 with a supervisory letter on July 26, 1988. 
The Supervisory Agent noted that the emerging Issues Task Force (SXTF) 
of the Financial Accounting Standards Board had recently reviewed the 
accounting for stripped security transactions and reached a consensus 
that market value (as opposed to internally derived value) should be the 
basis for recording certain sales of stripped securities. The 
Supervisory Agent requested that Silverado provide a response by 
August 31, 1988 as to whether accounting adjustments were necessary and 

to detail the position Silverado's independent accountants had taken on 
these sales for purposes of the 1987 audit. The Supervisory Agent noted 
that Silverado had invested heavily in RCMZC residuals, that such 
residuals had substantial amounts of interest-rate risk, and that the 
volatility of residual investments was a major supervisory concern. As 
Silverado had developed an unhealthy concentration in RSMIC residual 
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investments (29 percent of total assets), tha Supervisory Agent notad 
that a eupervisory directive had baan issued to pravant Silvarado i tom 
acquiring any additional raaidual investment or othar oortgage- 
darivativa financial instrument. Tha board provided a raaponaa on 
Auguat 31, I960 to tha Raport and tha Suparviaory Agant'a lattar. Tha 

board indicatad that tha $21 million gain on tha aala of cartain 
principal-only aacuritiaa had baan reversed aa raquaatad, noting that 
Coopara had agraad with tha original accounting poaition taken by 
Silvarado and that Silvarado would not hava baan abla to obtain market 
valuaa at tha tijaa tha tranaactlona wara consummated in 1907. Aa to 
Silvarado' a raaidual portfolio, tha board raapondad that tha Suparviaory 
Agant'a poaition that tha raaiduala had matarial intaraat-rata riak 
variad with tha examiners* cone lua Iona. Tha board indicatad that tha 
raaiduala wara not inharantly rlaky but that extreme intaraat-rata risk 
would ba introducad into tha raaidual portfolio if Silvarado wara 
prohibitad from modifying tha yiald profila of tha portfolio through 
additional lnvaataanta in raaiduala. Thla rabalanclng would allow 

silvarado to affactivaly managa tha intaraat-rata riak in tha portfolio. 

Zn a lattar datad March 0, 1900, tha Suparviaory Agant notad that aquity 
riak lnvaataanta had incraaaad a Inca Saptaabar 30, 1907 and raquaatad 
Silvarado to provlda a datailad analysis of tha ineraasa by March 31, 
1900, aa Silvarado was rastrictad froa any naw aquity risk lnvaataanta. 
Silvarado' a raaponaa indicatad that tha ineraasa in aquity risk 

lnvaataanta was dun to fundings of suparior llano on existing 

lnvaataanta naeaaaary to protact Silvarado 'a position, on April 18, 
1900, tha Suparviaory Agent raquaatad that Silvarado provlda a datailad 
listing of all lattaro of cradlt outstanding which ralatad to aquity 
riak lnvaataanta. This information was subaittad on May 20, 1900. 

Viea Chairman and Chiaf Financial Officer Lewis, along with othar 
Silvarado officials and attorneys, mat with tha Suparviaory Agant and 
Agency Functions' Legal Counsel on April 7, 1900, to discuss a proposed 
transaction with HOC, tha recapitalisation plan, tha proposed 
restructuring of Bill Walters' loans with Silvarado, and tha proposed 
dividend from SFC to preferred shareholders objected to by tha 
Suparviaory Agant. Mr. Lewis indicated that the proposed transaction 
with MDC was no longer under consideration. Tha Suparviaory Agant 
indicated that the proposed dividend was completely unacceptable and 
that supervisory objection to it would not be changed. Silverado was 
given until April 30, 1900 to provide a detailed report on tha efforts 
of Mr. Wise and Mr. Mats to obtain payoffs of tha holding company loans, 
datailad financial statements on Mr. Wise and Mr. Mats, and a plan to 
remove the loans from the books of the holding company without loss. 
Silverado infor m ed the Supervisory Agent of the financial difficulties 
of Bill Walters and outlined proposed loan modi float Iona. Silverado waa 
told that tha modifications could not ba evaluated until currant 
datailad financial statement a were provided for Mr. Walters. Tha 
Suparviaory Agant told Silvarado that tha Capital Flan submitted as 
required under the Agreement dated October 26, 1907 waa not satisfactory 
and would n eed to be revised in specific areas. Including limiting 
growth to an annualized rate under 10 percent, the termination of 
Mr. Mets's consulting contract with Silverado, and interest rate 

sensitivity analyses. Lastly, tha Suparviaory Agant directed Silverado 
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to report RSO in tho Loan Pool in tha uo category on TPRa and not aa 
nonraaidantial Loana. Hr. Lawia praaantad an amended TFR for 
December 31, 1987, which diacloaad an adjustment to incraaaa tha 

provision for loan loaaaa by approximately $17 ail lion. Hr. Lawia 
indicatad that part of thia adjustment to general loan loaa allowancaa 
waa dua to PHLB of Topaka ordarad raappraiaala aant to Silverado to data 
(in connaction with tha Report aa of December 1, 1986). 

Tha Supervisory Agant, Agency function 'a Lagal Counaal, and tha Director 
of Sxamlnatio ns hold a aaating on April 19, 1988 with Vica Chairman and 
Chlaf financial Officar Lawia and Oannia Lacey, rapraaanting Cooper*, to 
dlacuaa tha 1987 audit of Silverado. Mr. Lacey indicated that Coopere 
waa going to iaaua a qualified opinion on tha audited financial 
•tatements for 1987 on tha baala of going concern iaauaa and on tha 
baala of uncertainty of aaeet values. Related party tranaactlona would 
alao be tha autojact of an emphaaia paragraph in tha opinion. Hr. Lacey 
aaid that tha uncertainty of aaeet values related to approximately 
$2 SO million in real eatata investment a and that tha coat a of obtaining 
appraiaala would be more than their audit fee. Mr. Lacey alao indicated 
that Silverado waa recording an adjuatmant of $40 million in loan 
loaaaa, and that Sllvarado would be in tha low and of Coopera acceptable 
loaa range. Tha Supervlaory Agant requested whether Sllvarado had 
provided Coopers a copy of tha reappraisals that had bean forwarded to 
Silverado to data, Mr. Lacey affirmed that Coopers had received these * 
raappraiaala and used than to derive net realisable values for those 
properties. Zn a conference call on April 2S, 1988 (between Silverado, 
Coopers, tha Supervisory Agant, and tha Director of Kxaminationa) , 

Mr. Lacey waa advised by tha Director of Examinations that a qualified 
opinion based on uncertainty of asset values was unacceptable under the 
fHLSS's policies, because it appeared to be due to a scope limitation 
within the control of Silverado. Zt waa auggeated that aince Coopera' 
concerns on this matter related to real estate investments, obtaining 
appraiaala would allsviats thia concern. Tha Dirsctor of txaminations 
suggested that Coopers requast a 90-day extension to perform the 
additional procedures necessary to remove the qualification due to 
uncertainty of asset values. Zn response to Mr. Lacey's question aa to 
what would happen if the audit waa submitted with the qualification, the 
Director of Sxaainations explained that the audit report would be 
rejected and returned, and that another CPA firm could be brought in to 
see if they could perform such work as necessary to ramove the 
qualification on uncertainty of asset values. Mr. Lacey stated an 
extension request would be forthcoming. On April 29, 1989, in response 
to a r eq u est from Silverado, the Director of Kxaminationa extended the 
deadline to submit the 1987 audit report to July 29, 1989. 

The Supervisory Agent received a letter from legal counsel for Silverado 
and SFC on April 29, 1988 which enclosed financial statements for 
Mesara. Miss and Meta, and provided other information requested in a 
letter from the Supervlaory Agent dated April 19, 1988. Thia letter 

from legal counsel noted that Mesara. Wise and Meta were actively 
negotiating to sell their stock to an undisclosed party, which sals 
proceeds would be utilised to pay off the holding company loans. Tha 
attorney represented that an agreement in principle was anticipated 
within 10 to 30 days. On May 2, 1988, Silverado was forwarded the last 
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of the 7HLB of Topeka ordered reappraisals in connection with tha Report 
aa of Deceatoer 1, 1984. Tha transmittal letter noted that tha District 
Appraiaar had reviewed thia appraisal, aa wall aa previously forwarded 
raappraiaala, and that further mattara ralating to thaaa reappraisals 
would ba communicated to Silvarado by tha Suparviaory Agant. 

On May 3, 1988, tha Suparviaory Agant aant a lattar to Silvarado noting 
that raviaw of tha March 31, 1988 TTR indicated that Silvarado 

annualized growth rata in total llabllitiaa for tha flrat quarter was 21 
percent. Due to Silverado' a failure to aaat minimum regulatory capital 
requirements and tha inatitutlon* a deteriorating financial condition, 
tha Suparviaory Agant directed Silvarado to Imasrfiately limit ita 
liability growth to that amount implied by intaraat credited, except ao 
far aa neceaaary to aaat already axiating loana in proceaa obligationa. 
Tha Suparviaory Agant furthar directed that annualized growth ahould be 
leaa than 10 percent in any event. Tha Suparviaory Agant alao aent 
another lattar to Silvarado dated Hay 3, 1988, which directed Silvarado 
to not accept any additional brokered depoaita and to aubait a plan of 
action within 30 daya to reduce brokered depoaita to an asmunt leaa than 
5 percent of total depoaita. 

Mr. Wiee aant a lattar, dated May 6, 1988, to tha Suparviaory Agant 

updating tha atatua of negotlationa with an unidentified party. 
Mr. Hise indicated that tha Maaara. triae and Mats ware negotiating to 
•all their common stock and Mr. wiae'a preferred atock for $10 ailllon, 
with tha purchaser contributing real aetata to recapitalize the 
inatitutlon. An agreement in principle had not bean executed. Mr. wise 
requaated that tha time frame for resolving tha holding company loana be 
extended for a 60- to 120-day period in order to allow time for 
negotlationa to ba concluded. Tha Suparviaory Agant agreed to this 
request. On May 23, 1986, Silvarado requested an extension of time 

until June 30, 1988 to submit a revised capital plan, to which the 
Supervisory Agent agreed on June 6, 1988. Silverado alao informed the 

Supervisory Agent that The Blackstone Group had been retained as an 
investment advisor and to assist in recapitalisation efforts. 

The Supervisory Agent net with Silverado on May 27, 1988 to dlscuas the 
proposed modifications to Silverado 'a loans and real estate investment 
partner ships with Bill Halters. Mr. Halters' financial statements had 
been submitted as previously requested. The Supervisory Agent agreed to 
certain minor modifications, but noted that current appraisals on the 
properties underlying Mr. Halters' transactions were necessary for 
evaluation of proposed modifications, and that appraisals obtained would 
have to be from an appraiser that was acceptable to the District 
Appraiser. Silverado agreed to submit a Hat of suggested appraisers to 
the Supervisory Agent to perform the needed appraisals and did ao on 
June 16, 1988. The Supervisory Agent approved an appraiser for three of 
the projects involving Mr. Haltera on June 24, 1988. 

On June 8, 1988, Silverado notified the Supervisory Agent of a default 
on a $74.8 million loan Silverado had extended to SDC Land Partners, 
Ltd. (approximately $52 million had been funded to date). The default 
occurred due to a failure by John R. Sullivan, a principal in SDC Land 
Partners, Ltd., to make a S3 million payment on a $36 million loan from 
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PlrstBepublic Bonk that hod a prior position on tho collateral securing 
Silverado's loan. The Supervisory Agent and Agency Functions' Legal 
Counsel net with Silverado on June 10, 198S to discuss this default and 
Silverado's workout alternatives. The Supervisory Agent took no 
objection to a foreclosure and directed Silverado to put the loan on a 
nonaccrual basis for income reporting purposes. The Supervisory Agent 
noted that the information provided at the aeetlng indicated that the 
loan was an in-substance foreclosure, and directed Silverado to 
establish a specific reserve of 542.6 Billion against its loan to SDC 
Land Partners, Ltd. The amount of the specific reserve was supported by 
the FHLS of Topeka ordered reappraisals of the underlying four 
properties collateralising the loan, which had been forwarded to 
Silverado on May 2, 19SS. On the primary piece of real estate securing 
Silverado's loan, the PRLB of Topeka ordered reappraisal indicated a 
value of $40 Billion as opposed to the 5121 Billion value Indicated by 
the appraisal used by Silverado to underwrite the original loan. The 
Supervisory Agent confined these directives to Silverado with a letter 
dated June 16, 1968. Silverado management Indicated to the Supervisory 
Agent on June 29, 1986 that it would appeal the PRLB of Topeka appraisal 
through the informal review process established pursuant to the 
Competitive Equality Banking Act. A meeting was scheduled for August 9, 
1968 at Silverado's request la order to review Silverado's contention of 
deficiencies in the FHLS of Topeka ordered appraisal. prior to a formal 
request for the informal review to an independent panel. On July 19, 
19BB, Agency Functions' Legal Counsel submitted a memorandum to the 
Director of OB (Ixhiblt S-7) setting forth the questionable aspects of 
Silverado's loan to SDC Land Partners, Ltd. and interrelated dealings, 
and requesting that the formal examination pursuant to Section 407(e)(2) 
be expanded to include a detailed review of these matters. In the 
m ee t ing scheduled on August 9, 1988, the Supervisory Agent and District 
Appraiser met with Silverado and the appraisers who performed the 
original appraisal (dated January 29, 1987) on the primary collateral 
property for the loan to SDC Land Partners, Ltd. The appraisers 
admitted that the current value of the property was considerably less 
than their original value. Zt was also learned that Nr. Sullivan had 
withheld a sales contract from the appraisers that would have adversely 
impacted the appraisers' assigned value had they known about it. The 
alleged deficiencies in the FHU appraisal were reviewed, with a 
s u bseq u ent review by the District Appraiser indicating that no material 
changes in value would result from Silverado's contentions. Silverado 
has not pursued a formal request for an informal review of the PHLB of 
Topeka appraisal by an independent panel. Zn August and September 1968, 
Silverado attempted to work out an arrangement with Mr. Sullivan whereby 
Silverado would release Mr. Sullivan from all claims in return for deeds 
to the subject property. The Supervisory Agent objected to this 
arrangement on October 17, 1968 and notified Silverado that foreclosure 
was the only alternative presented to which supervisory objection would 
not be taken. The Supervisory Agent also requested written confirmation 
that Mr. Sullivan and related entitles were not receiving any form of 
dlsburseswnts from Silverado's loan to SDC Land Partners, Ltd. 
Silverado has subsequently initiated a forecloeure action and confirmed 
that disbursements to Mr. Sullivan were not being made. 
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On Juno 20, 190t, Silverado informed the Supervisory Agent that Thomas 
Vartanian had boon rotainod to assist with regulatory, merger and 
acquisition, and general legal natters. 

In a letter dated June 24, 1988, the Supervisory Agent noted that then 
recent information received from Silverado reflected that the 
institution had acquired in excess of $000 million in RSMIC residual 
investments. The Supervisory Agent indicated that this was an unhealthy 
concentration and that Silverado did not have a sufficient capital 
position to support such a concentration. Accordingly, the Supervisory 
Agent directed Silverado not to acquire any additional investments in 
RSMIC residuals or any other form of mortgage-derivative financial 
instruments. The Supervisory Agent requested that Silverado provide 
certain information relating to cash flows from the residual portfolio, 
accounting issues, and diversification within the residual portfolio. 
Silverado was also requested to address the concentration of assets 
issue and to more specifically detail Silverado's measures to control 
interest-rate risk. In a response dated June 8, 1988, Mr. wise enclosed 
the requested information and noted that Silverado had acquired the 
residuals in order to imp r ove Interest margins and that Silverado had 
mitigated interest-rate risk though diversification of the residual 
portfolio itself. 

In another letter dated June 24, 1988, the Supervisory Agent directed 
Silverado to establish specific reserves totaling $21.7 million on two 
real estate properties. These losses were based on FHLB of Topeka 
ordered reappraisals that had been forwarded to Silverado. Silverado 
confirmed the establishment of the indicated specific reserves in a 
letter dated July 12, 1988. The Supervisory Agent notified Silverado in 
a letter dated June 27, 1988 that the FHLB of Topeka was going to order 
reappraisals on properties securing nine other loans at Silverado which 
the Report as of December 1, 1986 indicated had materially deficient 
appraisals. The Supervisory Agent noted that this action was due to the 
results of reappraisals obtained to date. 

During June 1988, the FHLB of Topeka notified Silverado that the 
institution did not comply with the FHLB of Topeka's collateral policy 
for advances in that Silverado did not have a sufficient amount of 
eligible collateral pledged against outstanding advances. Silverado had 
apparently pledged RSMIC residual investments as collateral for 
advances. Silverado was requested by the 7HL8 of Topeka's Credit 
Department to physically deliver pledged collateral, whleh was done on 
June 27, 1988. The FHLB of Topeka's Credit Department requested on 
Auguet S, 1988 that Silverado develop a plan of action to bring the 
institution into compliance with the FHLB of Topeka's collateral policy, 
which Silverado submitted on August 23, 1988. A revised plan was 
submitted on September 22, 1988. The revised plan was rejected by a 
letter dated October 3, 1988 because it did not project compliance until 
November 1990. Silverado was requested to take certain actions, 
including the sale of ineligible collateral, to reach compliance at a 
faster rate. Silverado was told that compliance was expected by 
June 30, 1989. 
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Tha Supervisory Agent and Agency Functions' Legal Counsal attended a 
seating with senior nanageaent and raprasantat lvas of Silverado on 
July 19, 1968, to discuss Silverado's financial condition, acquisition 
negotiations, and residual investments. Silverado stated it was 
recording an additional $198 aillion in loan loss allowances, resulting 
in total loan loss allowances of $277 million, of which $141 million was 
considered to be general (unallocated) loan loss allowances. This 
adjustment would result in Silverado reporting regulatory capital of a 
deficit $23 million as of June 30, 1988. Capital on a GAAP basis was 
disclosed to be a deficit $186 million as of June 30, 1988. Silverado 
stated that the specific reserves established did not include the 
S42.6 million against the SDC Land Partners, Ltd. loan. The Supervisory 
Agent again directed Silverado to Immediately recognise the specific 
reserve on this loan and requested a detailed analysis of Silverado's 
loan loos allocations. Silverado indicated that Coopers had been 
Informed of this $198 million adjustment on July 10, 1988 and that the 
audit report would be submitted to the FKL8 of Topeka by July 29, 1988. 
Silverado advised that it would be issuing a press release covering the 
loan loss recognition and resulting insolvency. Although Silverado had 
exhausted its borrowing capacity at the PHL8 of Topeka, Silverado was 
not overly concerned that the press release would create a liquidity 
crisis, in part due to the expected availability of funds from mortgage 
loan sales. Silverado then disclosed that negotiations were underway to 
sell Silverado to David Felnberg, a New York investor, and MDC for 
8100 million, which would be comprised of cash and real estate. 
Chairman Vise asked whether the structure of the proposed transaction 
would be acceptable, and was told by the Supervisory Agent that 
insufficient information was available for a response. Silverado asked 
if an acquisition with the retention of current management was 
acceptable. The Supervisory Agent responded that any acquisition would 
have to result in the resolution of current concerns regarding 
management. Silverado stated that the capital plan would be submitted 
by August IS, 1988 (an extension to which the Supervisory Agent had 
previously ag r ee d ) and would include investments in residuals and junk 
bonds. The Supervisory Agent responded that this type of plan was too 
aggressive and would not be acceptable. Silverado asked about the 
availability of capital forbearance and was told by the Supervisory 
Agent that Silverado would have hurdles to clear in showing that the 
institution was we 11 -managed, that losses w ere the result of economic 
conditions, and that operating expenses, particularly compensation, had 
not been and were not excessive, but that a specific response could not 
be given without a detailed application. Due to the level of loss 
allowances Silverado had established, the Supervisory Agent agreed to 
poetpone any additional reappraisals until the examiners reviewed the 
loans collateralised by the properties during the comprehensive 
examination scheduled to begin August 3, 1988. Silverado requested 
permission to purchase an additional $100 million in residuals pursuant 
to a purported oral agreement that Silverado would fund with the 
proceeds from the sale of certain mortgage loans. The Supervisory Agent 
ag r eed to meet with Silverado on August 3, 1988 to review this proposal 
and Silverado's perspective on its residual portfolio. The Supervisory 
Agent advised Silverado that the board would be presented with a Consent 
Agreement due to Silverado's insolvent financial condition. 
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In a 1 attar datad July 27, 1988, Hr. Iflaa updatad tha nagotiationa with 
Mr. Painbarg and KDC to acqulra Silverado, and requested that tha 
Suporriaory Agant forbaar for a 45-day poriod from requiring execution 
of a Consant Agree— nt in ordar to allow a definitive agra— ant to ba 
raachad. Mr. Hi— alao indicatad that manag— ent would raeo— and to tha 
board that tha compensation of tha fiva aanior officars and Mr. Mats ba 
raducad in tha ranga of 30 to 60 parcant, affaetiva July 1, 1988, to 
foatar a apirit of cooparation. 

Tha Suparrlaory Agant — nt flTa copiaa of a Conaant Agra— ant to 
SilTarado on Auguat 2, 1988, raquaating tha dlractora and (if 
appropriata) SilTarado' a lagal counaal to ia— diataly bag in a raviaw of 
tha Conaant Agra — ant . Tha Suparrlaory Agant not ad that quaationa or 
raquaata for clarification ahould ba submitted to tha Suparrlaory Agant 
or Agancy function a ' Lagal Counaal, and raquaatad that tha board attand 
a aaating achadulad on Auguat IS, 1988 to execute tha Conaant Agraa— nt . 


Tha Suparrlaory Agant, in conjunction with tha fHLB of Topaka C rad it 
Depart— nt, ha Id a aaating with Silrarado on Auguat 3, 1988 to diacuaa 
Silverado's inrnat— nt atratagiaa and tha propoaad purchaaa of an 
additional $100 alllion inraat— nt in RSMIC raalduala. Silrarado and 
thair inraat— nt adriaora (Tha Blaekatona Group) pra— ntad a allda ahow 
on tha banafita of «■ raaldual inraat— nta, and provided Information on 
Sllrarado'a inraat— nt atratagiaa regarding raalduala and tha intereet 
rata a— altirlty of lta portfolio. Tha Suparrlaory Agant advised 
Sllrarado'a aanior manage— nt that it did not hare tha capital baaa to 
inraat in volatile Inraat— nta like raalduala and that ita currant level 
of raaldual inraat— nta waa too high. Tha Superriaory Agant alao 
adrleed Silrarado that tha proceeda of tha loan aala intended to fund 
tha purchaaa of this raaldual inraat— nt ahould ba uaad inataad for 
Inraat — n ta in liquid aaaeta, that auparriaory objection waa taken to 
thia propoaad $100 million purchase of residual, and that tha directive 
issued on June 24, 1988 to restrict Silverado from Investing in 
residuals or other — rtgaga derivative inatru— nta would not ba altered. 
Tha Suparrlaory Agent alao raquaatad to ba able to meat with the 
pot— tial acquirers of Silrarado with wh— nagotiationa — re ongoing 
(Mr. fineberg and MDC) , in ordar to ease aa tha validity of tha potential 
acquisition . Chair— a Hi— agreed to set up a aaating for this purpo— . 
Tha Suparrlaory Agent — kad about tha market value of tha raaldual 
portfolio and was told by Silrarado that tha market value was 
approxl— tely 90 parcant of book value. 

Silrarado lnfor— d tha Supervisory Agant on Auguat 2, 1988 that the 
D— rar newspapers would ba publishing stories on Auguat 3, 1988 on 
Sllrarado'a large net loan (over $200 million ) due to tha rec ognltion of 
loan loss—, and on tha resulting insolvency of tha institution. 
Silrarado was advised to build its liquidity for a pot— tial heavy run 
— deposits. Unfavorable stories — ra in fact published on Wednesday, 
Auguat 3, 1988. A liquidity crisis quickly developed, aa Silrarado 
experienced deposit withdrawals of $86 million in tha three-day period 
ended Auguat 5, 1988. On Auguat 5, 1988, Silrarado communicated that 
an ticipated check clearings would reduce liquidity to a level lass than 
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$9 alllion on Monday* August 8* 1988* and that tha Sunday editions of 

two of Denver's newspapers were anticipatad to hava unfavorabla articlaa 
on Silvarado. Chairman Wise waa advisad by tha Olractor of Supervision 
and Agancy Functions' Lagal Counaal that a FSLZC guarantaa of FKLB of 
Topaka advancaa waa not availabla in tha absanca of an axacutad Conaant 
Agreement. In light of this concam ovar Silvarado 'a pracarioua 
liquidity position* tha board hald a spacial masting on August 6* 1988 
to execute tha Conaant Agreement* affactiva August S* 1988. On 
August 7* 1988* tha Oiractor of Suparvislon submit tad a memorandum to 

tha Oiractor of tha Financial Aasistanca Division of FSLIC providing a 
briaf suparviaory history of Silvarado in support of tha FHLB of 
Topaka* a raquast for tha FSLIC to guarantaa advancas to Silvarado. On 
August 9* 1988* tha FHLB of Topaka was notifisd that tha FKLBB had 
author isad FSLIC to guarantaa up to S450 Billion in advancas to 
Silvarado (FHLSB Absolution No. 88-679) and copiss of tha Cuarantaa 
Contract (Exhibit S-8) wara racaivad for axacutlon by tha FHLB of 
Topaka. To data* Silvarado has obtainad FSLIC guarantaad advancas 
totaling $164 million to fund daposit outflows. 

Tha Consant Agraamant axacutad affactiva August 5* 1968 (Exhibit s-5) 
imp 1 sown tad vary strict oparating conditions on Silvarado. Various 
provisions of tha Consant Agraamant rsstrlct loan originations and 
modifications* „ borrowing activltias* raal aatats invastmants* 

invastmants in any financial Instruments other than qualifying liquid 
as eats* increases in compensation or personnel* off balance sheet 
transactions* affiliated transactions* changes in accounting methods* 
and amendments to Silverado's charter or bylaws. Silvarado is 

restricted from increasing its liabilities in excess of tha amount 
implied by interest credited* or in incurring material obligations not 
in tha ordinary course of business. Tha Consant Agreement required 
Silvarado to submit a (financial) Oparating Plan (including pro forma 
financial statements) for supervisory approval within 60 days. 

Silvarado was also required to submit a Management Plan within 45 days 
which provided for tha reduction of senior management compensation and 
tha replaceme n t of senior and middle management* as appropriate* with 
new experienced officers with tha attendant commitment to safe and sound 
business practices. Tha Consant Agraamant authorizes tha FSLIC to 
negotiate a plan of merger* consolidation* transfer of assets and 
liabilities* reorganisation* acquisition of* or capital infusion or 
a Management Services Agraamant. Tha board agrees with tha Consant 
Agreement to taka actions necessary to affect a plan presented by FSLIC. 
Tha directors also agree to resign at tha raquast of tha Supervisory 
Agent under other provisions of tha Consant Agreement . 

Tha Supervisory Agent reviewed subpoenaed documentat ion (pursuant to the 
formal examination) from Coopers relating to tha 1986 audit during the 
first weak of August 1988. Included in this documentation was an 
internal memorandum signed by tha engagement and concurring partners 
from Coopers outlining a meeting that Coopers had with Silvarado on 
March 2* 1988. According to this memorandum* Silverado's management 
stated at tha meeting that Silvarado had not recognised loan losses on 
restructured loans in 1986 on a net realisable value (NRV) basis* and 
that it had changed to this methodology in 1987 after receipt of a 
letter from Coopers noting that GAAP required losses to be recognized on 
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an MRV baa is for troubled loans. 3 Liver ado ‘ a management purportedly 
stated that loan loss** war* $29 ail lion highor in 1986 than rsportad in 
tha audit ad financial statements, and suggastad that tho impact on tha 
1986 financial statsaants bo r a port ad as a chango in accounting 
principles. Coopers ' oeoorandua noted that they had sent a letter in 

July 1986 Informing Silverado that KRV was the appropriate basis to 
establish loan losses, except in instances where fair value should be 
used. The msmorandum stated that while that was the partners' 
understanding of how Silverado recognised loan losses in 1986, the 
workpapers indicated that the restructured loans were not reviewed on an 
HRV basis. A referenced e s ao randua supporting that position referenced 
in the workpapers could not be found, according to Coopers' internal 
memorandum. Review of other workpapers confirmed that Silverado had 
actually reversed loan loss allowances of approximately $13.3 million 
during 1986, not the $2.7 million reported in the December 31, 1986 

income statement. The difference was due to Silverado recording 
prepayment penalties on FRL 8 advances, loan work-out expenses, and R £0 
carrying expenses against loan loos allowances, lumsin y memoranda 
prepared by Coopers indicated that audit adjustments were not proposed 
as Coopers deemed the amounts to be immaterial for reclassification and 
the loan loss allowances to have sufficient "cushion* net of these 
reductions. 

On August 5, 1988, Silverado was requested to inform the Supervisory 
Agent whether KDC or any senior officer had provided Silverado notice 
for the acceleration of payment of any outstanding subordinated debt 
issuances. Silverado was also directed to immediately notify the 

Supervisory Agent if any notices for acceleration 06 ' payment of 
outstanding subordinated debt issuances was received hereafter. On 
August 11, 1988, Silverado confirmed in writing that no notices for 
acceleration of payment had been received to date. 

On August 10, 1988, Chairman Wise notified the Supervisory Agent that 
Mr. Fineberg had dropped out of ongoing acquisition negotiations, and 
that Silverado questioned whether an acquisition by MDC was in the best 
Interests of FSLZC and Silverado, due to a lowering of KDC' a debt 
ratings, the substitution of land for cash, and MDC's desire for FSLIC 
assistance in any deal for Silverado. Mr. Wise reiterated his desire to 
see an unassisted acquisition of Silverado. 

On August 11, 1988, the Supervisory Agent sent Silverado the FHLB of 
Topeka Supervisory Approval Procedures Manual for use in submitting 
proposals for supervisory approval and in preparing the detailed 
bimonthly reports required under the Consent Agreement. Additionally, 
the Supervisory Agent sent Silverado a letter on August 11, 1988 
requiring Silverado to immediately establish a management team to 
initiate a review of all deposit accounts for the applicability of 
insurance coverage. The management team was also requested to review 
recordkeeping practices on accounts (account titles, signature cards, 
etc.) and to identify and correct any deficiencies. Silverado was 
requested to submit an initial report by September IS, 1988, and to 
update this report in subsequent bimonthly reports. 

The Supervisory Agent received a letter from Vice Chairman and Chief 
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Pi.nanei.al Officer Lewis on August 11, 1988, requesting auparviaory 
approval to reinvest tha amortisation fro* its raaidual portfolio into 
naw raaiduala, to reinvest $70 million in procaeda from a proposed loan 
tala in naw raaiduala, and to allow Silvarado to invest up to an 
additional $100 million in naw raaiduala in a riaing intaraat rata 
environment. On Auguat 16, 1968, tha Super? iaory Agent received a 
request from Silvarado* a Treasurer Dan Cheever to invaat SS.4 million in 
a naw raaidual. Tha Suparviaory Agent notified Mr. Cheever that 
auparviaory approval for naw raaidual inveetaente would not be 

forthcoming and that available funds should be invested in qualifying 
liquid assets, given Silverado's failure to meat liquidity requirements. 
Tha Suparviaory Agent suggested that tha raaidual portfolio could be 
rebalanced through selling off residual investments. The Supervisory 
Agent received a latter on August 29, 1988 from Mr. Lewis again 

requesting supervisory approval of reinvestment of amortisation from 
Silverado's residual portfolio into new raaiduala. Mr. Lewis indicated 
that without rebalancing (through acquiring new residuals), extreme 
interest-rate risk could be Introduced into tha residual portfolio. Tha 
Supervisory Agent received a latter from Silverado's board on 

September 20, 1988 informing the Supervisory Agent of its extreme 

concern over the refusal of the Supervisory Agent to approve additional 
investments in new residuals, and that extrema interest-rate risk could 
be introduced into the residual portfolio without additional 
investments. The directors noted the income contribution of the currant 
residual portfolio. The Supervisory Agent scheduled this issue as a 
topic for discussion at a meeting which was held with the board on 
October 28, 1988. The SZC of the examination of Silverado commenced on 
Auguat 3, 1988 notified the Supervisory Agent during tapta^ier 1988 that 
the residual portfolio (totaling $876 million) had a market loss of 
$17S million. 

On Auguat IS, 1988, the Colorado Commissioner sent a Findings of Facts 
and Order of Compliance to Silverado ordering the infusion of 
$62.1 million in capital into Silverado by October 13, 1988. The Order 
of Compliance also mandated that Silverado not accept or renew any 
uninsured deposit and to pay monthly interest on deposits over $100,000. 

Silverado submitted the Capital Flan required under the October 26, 1987 
Operating Agreement on August 17, 1988. Silverado stated that the 

capital plan was also being submitted as an application for capital 
forbearance under Section S63.47 of the Insurance Regulations. This 
plan projected an annual growth rate of 9 percent, with 35 percent of 
that growth to be in residual investsmnts. The application requested, 
and the pro forma financial statements were also based on receiving 
forbearance from outstanding supervisory directives which limited 
growth, brokered depoelts, and residual investments. As the plan did 
not project compliance with the minimum regulatory capital requirement 
by January 1, 1995, as required by Section 563.47 of the Insurance 

Regulations, the Supervisory Agent sent a letter dated September IS, 
1988 notifying Silverado that since the plan was deficient and not 
acceptable for processing under the cited regulation, the application 
for capital forbearance was considered withdrawn. Silverado has not 
resubmitted an application for capital forbearance. Silverado does not 
qualify for capital forbearance in any event, as Silverado's losses wore 
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not primarily due to depreeeed economic conditioner Silverado was not 
conaidered to be well managed, and Silverado* e compensation expense to 
senior officers was excessive. 

In a letter dated August 29, 1988, the Supervisory Agent requested that 
Silverado provide a detailed analysis of liability growth since May 3, 
1988, as supervisory review indicated that Silverado was not in 
compliance with the directive limiting growth (particularly in the 
three-month period through July 1988). The Supervisory Agent also 
directed Silverado to submit a weekly report on changes in liabilities 
to facilitate monitoring efforts. Silverado's management submitted a 
response dated September 2, 1988, disagreeing that the institution had 
violated the supervisory directive on growth. Silverado's analysis 
indicated that growth was due to the funding of binding commitments, 
submissions of the weekly liability report and review of monthly TFRs 
indicate that Silverado's liability growth is currently in compliance 
with the supervisory directive and the Consent Agreement. 

Chairman wise notified the Supervisory Agent in a letter dated 
September 1, 1988 that Silverado was negotiating with Jack viekers, Jr., 
Denver, Colorado, to acquire Silverado on an unassisted basis and that 
it was anticipated that the acquisition eould be discussed further with 
supervisory staff September 10-15, 1988. As part of the Vickers 
discussions. Prank lowman (former President of Fourth Financial 

Corporation, Wichita, Kansas) was being contacted as a potential Chief 
executive Officer for Silverado. 

Supervisory staff contacted qualified in-state institutions during the 
first week in September 1988 regarding any interest in acquiring 
Silverado. None had any interest in acquiring Silverado. 

In response to a request from Silverado, the Supervisory Agent waived a 
liquidity penalty for the month of August 1988 on September 8, 1988. 
Silverado's application noted that deposit withdrawals wars well in 
excess of $100 million during the month. 

The Supervisory Agent sent a memorandum to the Director of the Mergers 
and Acquisition Division of PSLZC on September 12, 1988 recommending 
that Silverado be transferred to the PSLZC for case resolution. The 
PSLZC accep t ed thm transfer of Silverado on October 20, 1988. 

Silverado submitted a request on September 12, 1988 for supervisory 

approval of a pro p o s ed amendment to its Articles of Incorporation which 
would eliminate or limit the personal liability, under certain 
circumstances, of a director to Silverado or its shareholders for 
monetary damages for breach of fiduciary duties. The Supervisory Agent 
notified Silverado of supervisory objection to this proposed amendment 
in a letter dated September 14, 1988. 
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Tho Supervisory Agont received tho Management Plan required undor the 
torao of tho conoont Agrooaont on September 20, 1968, with a roquoat 
froa tho board for a Booting with tho Supervisory Agont. Tho Management 
Plan callod for tho toraination of Vico Chairman Richard Vandapool with 
nino month# of severance pay, and tho toraination of cortain lowor level 
oonior officora with six months of severance pay. Tho Managoaont Plan 
also sot forth that Chairman wise and Vico Chairman Lowis would bo 
rotainod at roducod salarios ($96,000 par yoar) , and that Mr. Metz's 
consulting contract would bo torminatod. Tho Managoaont Plan was to bo 
iaploaontod aftor receiving supervisory approval. Tho Supervisory Agont 
attoaptod to moot with tho board on Soptoafeor 22, 1986 but could not bo 
accoaaodatod. Silverado's logal counsol was roquostod by tho 
Suporvioory Agont to subait an analysis of tho offoct of tho Managoaont 
Plan on existing oaployaont contracts with oonior officora. a mooting 
was subooquontly ochodulod on Octobor 26, 1966 to discuss tho Managoaont 
Plan and othor issuoo (rosidual invostaonts, rocapi tall rat ion) . 

On Octobor 4, 1968, Sllvorado notified tho Suporvioory Agont of tho 
status of negotiations with throe potential acquirors, enclosing a 
signed letter agrooaont that callod for Silverado to pay for a comfort 
letter froa independent accountants. This letter agrooaont also 
indicated that retention of current managoaont would bo sought, and 
specified special treatment for a preferred shareholder, MDC. Silverado 
noted that all tho potential acquirors with whoa active negotiations 
wore ongoing wore likely to request a PSLZC "backstop" on losses in 
order to acquire Silverado. Tho Supervisory Agont sent a letter dated 
October 7, 1966 to Sllvorado requesting detailed information on tho 
potential acquirer with whoa a letter agrooaont had boon signed, noting 
that the Consent Agreement appeared to be violated with Silverado's 
agreement to incur a material obligation (paying for a comfort letter), 
questioning the propriety of provisions of the letter agrooaont dealing 
with management and MDC, and advising Silverado that its representatives 
were utterly without authority to negotiate PSLZC assistance. The 
requested information was to be submitted by October 19, 1988. The 
Colorado Commissioner likewise requested information on this potential 
acquirer. These issues were put on the agenda for the meeting scheduled 
on Oc tob e r 26, 1966 b e t we en the board and the 6upervieory Agent. 

On Octob er 21, 1966, the Supervisory Agent was forwarded a memorandum 
froa the FIZJ of Topeka's financial Instruments Specialist (PIS) 
rega r di n g a recent review of Silverado's residual portfolio. Tho PIS 
noted that the most current interest rate sensitivity profile of tho 
portfolio (September 1, 1968) indicated that a 100 basis point increase 
in interest rates would decrease the yield on the portfolio froa 9. 54 
percent to S.69 percent, well below Silverado's cost of funds. The Pis 
further noted that the significant shift in the sensitivity profile from 
one month earlier indicated very evident interest -rate risk in the 
portfolio, due to nonparallel shifts in the yield curve. field curve 
risk wss also noted to be the primary factor for the current 
I17S million market loss in the residual portfolio. 
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On October 21, 1988# the Colorado Commissioner discussed Silverado with 
the PSA, indicating that the Colorado Commissioner would act to cloaa 
Silverado at the and of the month due to Silverado* a failure to infuse 
capital as required under the Order of Compliance dated August 15, 1988. 
The Supervisory Agent discussed this issue with the Colorado 
Commissioner on October 25, 1988 and sent a letter to the Colorado 
Commissioner requesting that the capital call be extended an additional 
45 days so that adequate ties was allowed for the PHLBB to act. On 
October 27, 1988, the Supervisory Agent sent a more detailed letter 
requesting that the Colorado Coaeiissloner not act before Dsrsnhsr IS, 
1988 to close Silverado. On Hovember 4, 198S, the PSA received a letter 
dated Movember 1, 1988 from the Colorado Commissioner enclosing an 
Anended Findings of Facts and Extension of Order of Cottpliance, 
extending the date for Silverado to infuse sufficient capital to 
December 1, 1988. The letter informed the PSA of the Colorado 
Commissioner's intention to take possession of and close Silverado not 
later than the close of business on Friday, December 10, 1988. 

On October 27, 1988, the Supervisory Agent received an analysis from 
Silverado's outside legal counsel on the effects of the Management Plan 
on existing employment contracts. The opinion stated that the 
Manageswnt Plan would violate existing employment contracts and that 
proposed termination pay was less than that called for under the 
eaployment contracts. The Supervisory Agent and Agency Functions* Legal 
Counsel net with Silverado's board on October 28, 1988. The Supervisory 
Agent was inforsmd that the letter agreement with the potential acquirer 
had expired and that there would be no further negotiations with this 
potential acquirer. The Supervisory Agent reviewed the violation of the 
Consent Agreement arising from execution of the letter agreement, and 
the board indicated that prior approval would be sought before any 
future documents regarding an acquisition were executed. Silverado 
updated the status of negotiations with other potential investors, and 
admitted that FSLZC assistance would be required to effect an 
acquisition. The Management Plan was discussed, with the board 
indicating that it wished to submit a revised Management Flan due to its 
realisation of how difficult personnel cuts would be on operations at 
this time. The Supervisory Agent said that the board should consider 
the replacsment of personnel if it felt cuts in the number of personnel 
were not appropriate. The Supervisory Agent advised the board it n eeded 
to consider additional changes in top management other than those 
previously outlined. The board stated that Mr. Wise and Mr. Lewis 
should be retained because they were most likely to be able to obtain 
recapitalisation, and because of the difficulties in finding suitable 
replacements. The board defended the performance of management, stating 
that Silverado's losses were a result of the poor economy. The 
Supervisory Agent disagreed, stating that Silverado's losses were not 
primarily due to the poor economy, but to excessive credit risk and 
unsafe and unsound practices. The Supervisory Agent further noted that 
the board continued to support management's desire to acquire additional 
residual investments, even though the Silverado already had an unsafe 
and unsound concentration in residuals, did not have sufficient capital 
to justify an Investment in such volatile and risky securities, and had 
a market loss of $175 million in its current portfolio. The Supervisory 
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Agent at a tod that Silverado did not havo tho liquidity to acquira 
additional raaiduala and that Silverado should bo attempting to incraaso 
liquid aaoota. Tho board roquoatod that it bo given until November 15 , 
1988 to aubaiit a revised Management Plan, to which tho Supervisory Agant 
agrood. Tho Supervisory Agont and Agoncy Function!' Logal Counaol than 
not with tho holding company diractora to diacuaa tho atatua of holding 
company loans to Mr. Wise and Mr. Mots (which woro notod to bo in 
dofault). Mr. Wise notod that Mr. Lowis and Mr. Vandapool had raaignod 
from tho board of tho holding company on hia advico, even though thia 
action only loft two diroctora (Moasra. Wise and Mots), ono loan than 
required undor tho company's bylaws. Mossrs. Wise and Mots told tho 
Supervisory Agont that thoy did not havo tho capacity to currently rspay 
theoo loans and woro working on a plan of action on those loans which 
would bo submitted for supervisory approval. This plan is to bs 
submitted to tho Supervisory Agont on Movember 15, 1988. 

VI. OMOOIIP8 POM THS APPOINTMUfT OF A RSCSIVSS 

Section 408(c)(2)(A), (8), and (C) of tho II HA, as amended (12 U.S.c. 
Section 1729(c)(2)(A), (8), and (C) (1982)) oeto forth tho grounds for 
tho appointment of a conservator or receiver for a state-chartered 
institution. Tho Supervisory Agont believes that tho following grounds 
are present in this cases (1) Silverado is currently insolvent in that 
tho aoseto of Silverado are loss than it a obligations to creditors and 
others! (2) Silverado has experienced a substantial dissipation of 
assets due to the violation of rules, regulations, and the presence of 
unsafe and unsound operating practices! and, (3) Silverado is presently 
in an unsafe and unsound condition to transact busineei. Of these 
grounds, the rflLBB need only find one of which exists to appoint a 
conservator or a receiver. 

A. Insolvency 

The Supervisory Agent believes that the condition of Insolvency 
itself necessitates the appointment of a receiver for Silverado. 
Silverado first reported insolvency for the period ended June 30 , 
1988. The ueount of deficit regulatory capital as of September 30 , 
1988 was $138.3 million, including general valuation allowances of 
$29.5 million. Silverado's equity capital as of September 30, 1986, 
based on OJUfcf, was estimated to be a deficit $185.2 million. 

B. Substantial Dissipation of Assets 

The Supervisory Agent believes that Silverado has experienced a 
substantial dissipation of assets as a result of regulatory 

violations and unsafe and unsound operating policies, practices, and 
procedures. The primary factors resulting in the dissipation of 

assets are the extremely high concentration of high-risk loans 
(commercial real estate and land loans)! severely deficient 

underwriting of high risk loans, particularly with regard to the use 
of Inadequate appraisals for underwriting purposes! the extension of 
poorly underwritten and risky major new loans to work out existing 
problem credits! the extension of poorly underwritten and risky 
major new loans wherein portions of loan proceeds were used to fund 
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the aequiaition of Silvarado (or holding company) stock or junior 
participation intaraata in tha Loan Pool; tha exchange of atock for 
raal aatata; excessive compensation to aanior officara pradicatad on 
financial performance that appaara to have baan overstated and 
aiarapraaantad; and, funding of larga holding company ioana to two 
aanior officials with funds indiractly obtalnad from tha 

institution. Tha Report as of Dacaabar 1, 1986 (Exhibit s-2) 
providas data Had information ragarding aach of thasa factors, 
outlining ragulatory violations and unsafa and unsound practicas. 

Unsafe and Unsound Concantratlon of High-Risk Loans 

As raflactad aarliar la this aamorandum, Silvarado pursuad a vary 
aggrassiva growth strategy, growing in slsa from $216 million in 
assats at tha and of 1982 to $1.82 billion at tha and of 1986, 
raprasanting a 743 parcant lncraasa ovar this four-yaar pariod. 
Commarcial raal astata and land loans g r ow from $62 million to 
$1.1 billion during this tima fraaa. At tha and of 1986, 
commercial raal astata and land loans accountad for 61 parcant of 
Silverado's assats. This concantratlon in high-risk aaaats has 
turnad on Silvarado with tha waakaning of tha economy in its 
markat araa sine a 1985, as raflactad by Silvarado* a recognition 
of a total of $247.8 million in loan losaas since tha and of 
1985. Silvarado has also raeognlzad severe impacts on its 
interest margins due to tha amount of nonperforming loans and RSO 
that has resulted from this portfolio of credits. Zn tha attempt 
to offset poor interest margins resulting from this credit 
concantratlon, Silvarado initiated a program of heavy investments 
in residuals ($676 million as of August 30, 1988). Silvarado 

currently has an unrecognised markat loss in tha residual 
portfolio of $175 million. Tha failure to adequately diversify 
credit (and asset) portfolios to mitigate tha level of credit 
risk (and interest-rate risk), and tha practice of aggrassiva 
growth in high-risk assats without having capital commensurate 
with risk, indicate that Silvarado has failed to operate in a 
safe and sound manner. 

Violations of Section 563.17-1 

Tha Raport as of December 1, 1986, details numerous amounts of 
poorly underwritten, high risk loans (Exhibit S-2, Pages A-12.1 
through A-12.117). A larga number of thasa loans provided for 
debt service out of interest reserves that ware pradicatad on 
appraised values. Tha examiners and tha District Appraisers found 
many of tha appraisals supporting major loans and raal astata 
investments to be severely deficient and unsuitable for 
underwriting purposes. A detailed listing of thasa deficient 
appraisals and related transactions can be found on Page 34 of 
tha Raport as of December 1, 1986. Tha failure of Silvarado to 
utilise adequate appraisals to underwrite loans resulted in 
violation of Section 563.17-l(c) (1) (iv) of the Insurance 
Regulations. Due to these appraisal deficiencies, the FHLB of 
Topeka ordered reappraisals on ten properties, the results of 
which indicated large losses on most of the properties appraised. 
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Silverado waa directed to recognise thoaa appraiaad loaaaa and 
has ainca racognisad additional loaaaa on propart 

which tha FHLB haa not formally raappraiaad. Baaad on the 

Silvarado'a Claaaif ication of Aaaata Report aa of September 30, 

19BB (Sxhlbit S-16 ) , tha following loaaaa ara indicatad on tha 
loans and raal aatata invastaants datailad on Paga 34 of tha 

Raport aa of December 1, 1986: 

(000a Oaittad) 


Project 

Loss 

Reusteter's Building 
Cedar 

$13,261 

Canyon 

3,613 

Aurora Galleria 

1,496 

Parkway Plaza/Weet Meadows 

12,141 

Centrum 

7,388 

Cityview (Sullivan Land) 

41,439 

Block One 

15,08 

Gun Club 

745 

Guaranty Bank Building 

11,626 

Continental Ranch 

640 

Gilbert 570 

610 

Piney Creek Bast 

4,324 

Total Losses 

$112,766 


Tha loaaaa indicatad above will ineraaaa for several of tha 
projacts liatad and for othara which Silverado currant ly haa not 
allocated loaaaa, aa reappraisals of certain properties ara now 
underway. Tha $112.7 aillion in losses indicatad above ara 
attributable to Silverado's failure to comply with Section 
§83. 17-l(c) (1) (ivj of tha Insurance Regulations and utilise 
adequate appraisals to underwrite loau and raal aatata 
transact ions. 


Pnsafs and Pnsound Lendl 


Practices 


During 1988, Silverado extended several new major loans which 
were intended to work out existing problea assets. A 126 million 
loan was exte n ded to Colorado Xnveetaent Partners (Keusteter'a 
Building) in December 1988, from which loan proceeds of 
§3.78 million were used to purchase a subordinated participation 
in another problem loan at Silverado known as the Littleton 
Commercial Center, which was in process of foreclosure. As 
detailed in the Report as of December 1, 1988 (Kxhlblt 3-2, Paga 
R-12.28) , the transaction was underwritten with aa appraisal that 
reflected a market value of $26 million, $14.5 million of which 
was attributable to "transferable development rights" (TDRs) . 
The FBLB of Topeka had this project reappraised, which 
reappraisal reflected a value of just over $13 million (including 
$320 thousand for TDRs). The loan is in default and Silverado 
has recognised $13.2 million in losses on this loan as of 
September 30, 1988. Silverado violated Section 
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563.17-1(0 (1) (lv) of the Xneurance Pegu let lone by failing to 
underwrite thie loan with an adequate appraisal. In September 
1986, Silverado extended a $30.6 million loan (known as 
Treesweet) to Port Pierce Partners secured by an orange juice 
processing plant in Florida (Exhibit s-2, Page A-12.44). The 
$10 million in proceeds from this loan was used as a down payment 
to purchase another troubled loan of Silverado's known as the 
treckenridge Hilton (Exhibit S-2, Page A-12.100) and to establish 
an Interest reserve on that loan. The appraisal used to 
underwrite the Treesweet loan reflected a value of $31.5 million, 
which was $14 million highmr than the price paid to acquire the 
plant in May 1965. The plant failed to operate profitably and 
the borrowers filed bankruptcy within one year of the loan 
origination. Silverado has not yet obtained an appraisal to 
determine the loss on the Treesweet loan, but has recognized 
losses of $15 million on the treckenridge Hilton loan as of 
September 30, 1986. All of these loans were terribly 
underwritten, and failed to perform after Interest reserves were 
exhausted. The origination of these loans constitutes an unsafe 
and unsound practice that has resulted in the dissipation of 
assets through the reco g nition of losses of totaling 
$26.2 million as of September 30, 19M. Reappraisal of the 
orange juice plant will likely give rise to significant 
additional loss recognition. 

Violations of Section 564.3 


Silverado extended several loans in 1966 and one in 1967 from 
which portions of the loan p r oceeds were either utilised to 
purchase stock in Silverado's holding company or junior 
participation interests in Silverado's Loan Pool. The Report as 
of December 1, 1986 (Exhibit S-2, Page 29), identifies three 
loans where loan proceeds were utilised to purchase SFC stock, in 
violation of Section 564.3(a)(4)(H) of the Holding Company 
Regulations. All three loans were collateralised by commercial 
real estate or land. As of Septsmber 30, 1986, Silverado has 
recognised losses of $13.2 million and $1.5 million on two of the 
loans, known as Heusteter's Ruildlng (Colorado Investment 
Partners) and Aurora Galleria (CC8D, a 8111 Halters related 
entity), re s pectively. The extension of these loans, in 
violation of the cited regulation, have resulted in a significant 
dissipation of assets. The Report as of December 1, 1986 
(Exhibit S-2, Page 52) identifies four loans where loan proceeds 
were utilised to purchase junior participation interests in the 
Loan Pool held by SZC. These four transactions were conducted in 
violation of the regulation previously cited in this paragraph. 
One of these loans, a $73.6 million loan to SDC Land Partners, 
Ltd. (Sullivan) has resulted in a loss of $41.4 million as of 
September 30, 1968. This loan is described earlier in this 
memorandum. The origination of loans where proceeds have been 
utilised for the benefits of affiliates in violation of Holding 
Company Regulations has served to dissipate the assets of 
Silverado, as indicated by the recognition of $56 million in 
losses on these loans as of September 30, 1968. 
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IgchtaB of Frffirrtd stock for A— 1 tetate 

Silverado entered in Mvtril transact lows la 1994, 1999, and 1994 
which in essence amounted to ths exchange of preferred stock in 
Silverado and/or src for rsal sstats (or rsal sstats partnership 
interests). The real estate was gene r ally acquired by Silverado 
through a service corporation or other suheldiarles. These 
transactions are fully detailed in the Iteport as of Decoder 1, 
1994 (Sahihit 9-2, Pages 9-19). Zn nany cases these 
transactions, particularly those occurring in 1994, were 
predicated on overinflated values resulting frosi seriously 
deficient appraisals. Of particular interest in this area was the 
purchase of two properties (Slock One and Guaranty Sank Building) 
from Mr. Walters at their purported appraised values (Inhibit 
9-2, Pages A-13.24 and 13.37). The net proceeds from thsse 
purchases ($5.7 nillion froa Block One and $9.3 nlllion from 
Guaranty Bank Building) were used to acquire preferred stock in 
the holding eoapany, which then aoved the capital to Silverado 
through a coaeon stock purchase. The appraisal for the Block One 
property Indicated the property's value had Increased 44 percent 
during the 14-eonth period froa the tlae Mr. Walters purchased 
the property in October 1995, despite the deteriorating rsal 
estate aarket in downtown Denver where the property was located. 
Due to the obvious and severe deficiencies in this appraisal and 
the appraisal on the Guaranty Bank Building, the PKLB of Topeka 
ordered reappraisals of these properties. The reappraisals 
Indicated substantially lower values than the original 
appraisals, and the Supervisory Agent directed Silverado to 
establish specific reserves for the losses indicated by the 
reappraisals. As of September 30, 1999, Silverado has recognized 
looses of $15.1 Billion on Block One and $11.6 million on the 
Guaranty Bank Building. These losses far ex ceed the amount of 
capital supposedly infused with the initial transaction. These 
two transactions were unsafe and unsound at Inception due to the 
utilisation of seriously deficient appraisals with grossly 
overinflated values for underwriting purposes and have resulted 
in a substantial dissipation of Silverado's assets. These 
properties also adversely impacted Silverado's earnings due to 
the lack of inco me from the properties (both are considered for 
land value only) and the fact that Silverado has to fund a 
carrying cost. Zt is interesting to note that Silverado has 
recognised losses as of September 30, 1999 on other properties 
obtained in exchange for preferred stock in years prior to 1996, 
Including $4.3 nillion on a property known as Plney Creek Bast 
(contributed by MDC) and $745 thousand on a property known as Gun 
Club 1200 (contributed by Mr. Walters). 

Ixcesslve and Abusive Compensation of Senior Officers 

Silverado has also suffered significant dissipations of asssts 
through abusive self-serving actions on the part of certain 
senior officers and directors. Compensation of senior officers 
of Silverado has existed at excessive levels (Sxhibit 3-2, Pag# 
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20), serving to dlaaipata Silverado's aaaata. Spaelf ieally, 
aanior officers wara paid exorbitant bonuaaa in 1986 pradicatad 
on a auppoaad nat income of some $15 million for tha yaar on a 
GAAP basis. Silverado's board had aatabliahad a target of 
$11.3 Billion in aarninga for 1986 on a GAAP baaia for tha 
payment of bonuaaa to aanior officara exceeding 174 parcant of 
yaarly aalariaa. Chairman Wise, Vica Chairman Lewis, and Vice' 
Chairman Vandapool received bonuaaa of $724 thou a and, 
$347 thousand, and $359 thousand, respectively. Total 
companaation for thoaa thraa for 1986 wara, in ordar, 
$1,312 million, $668 thouaand, and $741 thouaand, a total 
axcaading $2.7 million. Aa diacuaaad aarliar in thia mamorandua, 
Silverado indicatad to ita indapandant accountant a in March 1988 
that it did not uaa tha appropriata mat hodo logy to aatabliah loan 
loaaaa on raatructurad loana for 1986, indicating that thia 
adjuatmant to aarninga would agual $29 million (par an internal 
Cooper a' mamorandua). Thia adjuatmant would have raaultad in a 
nat Iona of eoma $14 million for 1986 on a GAAP baaia. Tha 
indicatad unrecognised loaaaa of $43.2 million identified in tha 
Report aa of December 1, 1986 support that Silverado did not 
accurately report tha level of loan loaaaa exiating in ita 
portfolio aa of December 31, 1986. Aa Coopera* workpapera 
indicate, Silverado racaivad a latter in 1986 aettlng forth tha 
Appropriate methodology for eetablletament of loan loaaaa. Tha 
Supervlaory Agent notified Silverado of tha appropriate 
methodology by letter in November 1986. It appear a that aanior 
management at Silverado knowingly mlerepreeented tha financial 
condition of Silverado and benefited from thia action through tha 
paymant of exorbitant bonuaaa previoualy deacrlbed. Silverado* a 
manipulation of loan loae allowances are reflected by tha 
following trend line of Silverado's loan loos provisions on a 
GAAP baaia from 1965 through 1967 (000,000s omitted): 

1985 1986 1967 

Provision for Loan Loaaaa 41.2 (13.3) 237.0 

This time line serves to illustrate tha manipulation of nat 
Income through tha under statement of loan loaeaa in 1986. Tha 
payment of exorbitant bonuaaa of $2.7 million to tha top thraa 
officara at Silverado for 1986 dissipated tha assets of 
Silverado. 

Violations of Section 584.2 

As previously described in this memorandum, in June 1986 tha 
holding company extended two loana of $2.54 million and 
$1.45 million to Messrs. Mats and Wise, respectively. These 
loana ware extended in violation of Section 584.2 of tha Holding 
Company Regulations (Exhibit 3-2, Page 26). These two loans were 
assent ially ten-year, interest-only notes that ware unsecured. 
Both Messrs. Mats and Wiaa have defaulted on tha loans, stating 
that they do not have tha resources to fund interest payments. 
Tha holding company's source of funds for these loana was derived 
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indirect ly from SUmtdo through a eerviee corporation 

acquisition of a rsal astata partnership interest, whereby the 
seller utilised the portions of the proceeds obtained to purchase 
holding company stock. As these loans are uncollateralised and 
Messrs, Wise and Mets have stated that they are unable to repay 
these debts, the origination of these loans in violation of 
applicable regulations has served to dissipate the assets of 
Silverado. This is particularly true as the holding company has 
not been able to infuse capital into Silverado and honor its Net 
Worth Maintenance Agreement, but instead siphoned funds from the 
institution to fund abusive, poorly underwritten loans to 
insiders. 

Conflicts of Interest 

As previously described in this memorandum, Mr. wise purchased 
the preferred stock in SFC held by a borrower, Mr. Cood, at the 
saws tine that Mr. Wise apparently personally negotiated loan 
Modifications which released additional collateral and Mr. Good's 
personal guarantee in return for the payment of $3 Million 
(Exhibit 8-2, Pages 17-19). Silverado has subsequently 
recognised losses of $12.1 Million on the loans which were 
Modified. Although the facts surrounding this Matter are not 

currently complete, it appears that Mr. Wise's actions in this 
apparent conflict of internet have served to dissipate the assets 
of the institution. This Matter is being reviewed under the 
Section 407(a)(2) formal examination now in process. 

The Supervisory Agent believes that the abusive, unsafe, snd 
unsound practices and transactions suamarised above have resulted 
in a dissipation of Silverado's assets. 

c. Unsafe and Unsound Condition to Transact Business 

The Supervisory Agent believes that Silverado is presently in an 
unsafe and unsound condition to transact business, due to the 
presence of management which has demonstrated a tendency towards 
abusive practices and has dissipatsd the assets of the institution, 
the fact that Silverado has an ongoing liquidity crisis which is 
continually exacerbated by adverse publicity on Silverado's 
problems, the very poor condition (and in the case of residuals, the 
e xtr eme volatility) of Silverado's assets which obstructs successful 
restructuring of its asset portfolio and the reduction of risk 
levels, and the existence of large and continually increasing 
operating losses that add to liquidity (and pricing) pressures. 

VII. LIQUIDITY 

Silverado has experienced liquidity probleam since it announced its 
Insolvency on August 2, 1988. The liquidity penalty was waived for the 
month of August 1988 after Silverado experienced net withdrawals of 
$93.3 Million. Silverado experienced an additional $55.9 million of net 
withdrawals during September 1988, causing another liquidity deficiency 
for which the penalty was waived. For the month of September 1988, 
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Silwrado' a average liquidity of $24.2 Million teas $97.4 million short 
of tho 4 percent minimum liquidity requirement. Silverado anticipatas a 
decrease in total deposits of approximately $149 million during tha 
fourth quartar of 1986. 

Sllvarado doaa not hava admquata collataral aval labia for its PBLB of 
Topaka advances . This is tha rasult of a c hangs in tha WLB of Topaka's 
collataral policy on July 22 , 1966 which reduced tha limit and 
collataral valuation of CMO residuals. in ordar to obtain additional 
funds, Sllvarado applied for a PSLZC guaranteed of FHL8 of Topaka 
advances. On August 9, 1966, tha FUJI authorised PSUC to guarantee up 
to $490 million in bank advances for Sllvarado. To data, Silverado has 
obtained $164 million of guaranteed advances to fund deposit outflows. 


VIII. WIT WORTH ASSISTANCE 


As noted earlier in this memorandum, Silverado submitted an application 
for regulatory capital forbearance on August 17, 1966. This application 
was rejected for processing because the application did not reflect that 
Silverado would be able to comply with minimum regulatory capital 
requirements within the required time frame. Zn any event, Silverado 
would not qualify for capital forbearance because its losses were not 
primarily due to depressed sconoadc conditions. Silverado is not 
considered to be well managed, and Silverado's operating expenses, 
specifically compensation, have been considered excessive. 

Silverado does not have any form of net worth assistance included in 
regulatory capital. 

ZZ. PLEDGED A c ooom s 

Silverado does not have any pledged accounts included as regulatory 
capital . 

z. sdrety romp 


Silverado's surety bond coverage was canceled effective May 12, 1966. 
The institution has been unable to obtain replacement coverage! however, 
an application has been recently submitted to Rebel* Insurance Limited. 
A copy of the terminated policy is included as Exhibit S-14. 

XZ. DIRECTORS' AMD OFFICERS' LIABILITY IWSPRAHCE 

Silverado's directors* and officers' liability insurance coverage 
expired on April 26, 1966. The institution has been unable to obtain 
new coverage. A copy of the terminated policy is included as Exhibit 
S-13. 

Due to the Silverado's alleged inability to obtain insurance coverage, 
the board approved the establishment of a $19 million indemnification 
fund in July 1966 for the benefit of the directors and officers. The 
fund is to provide for the defense of claims against officers and 
directors, payment of claims on the personal assets of the officers and 
directors, and reimbursement of legal expenses. On August 29, 1986, 
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Silverado entered an escrow agreement with Central Benk of Denver, and 
transferred GNMA mortgage-backed securities with an 8 percent coupon 
rate to be held in escrow for the fund. All principal and interest from 
the securities are reinvested in new GNMA mortgage-backed securities, 
allowing the fund to increase in size. As of September 30, 1988, ths 
assets in the indemnif ication fund had a book value of $17.2 million and 
a market value of $16. 5 million. 

XII. CONDITION OF TH1 INDUSTRY IN THS TtWTH DISTRICT 

As of September 30, 1988, there were 1SS member institutions in ths 

Tenth District. Of the—, 61 failed to meet their minimum regulatory 
capital requirement and 31 were reporting in— lvency at that date, of 
the 1SS institutions, 37 —re home off iced in Colorado and of those, 8 
failed to meet their minimum regulatory capital requirement end 8 were 
reporting insolvency. There are seven other FSLIC- insured member 
institutions in — tropolitan Oenver, Colorado. 

XIII. CONCLUSION AND RECOMMENDATION 

We recommend that the PHLSS appoint the PSLIC as — le receiver for 
Silverado based upon the grounds indicated herein. Furthermore, we 
recommend that the r— eivership action be structured as a note-backed 
transfer (NBT) of liabilities to a new federally-chartered mutual 
institution. This recoomandat ion has developed as a result of 
conversations with FSLIC staff, the extremely poor condition and lack of 
marketability of Silverado's assets, and the existence of significant 
amounts of contingent liabilities relating to existing employment 
contracts, subordinated debt, and the pervasive potential for litigation 
of claims against Silverado on lender liability, illegal tying 
arr ang eme n t, and other grounds associated with Silverado's lending 
activities. 

A review of Silverado's balance sh— t as reported on the TFR as of 
September 30, 1988 indicates that out of $2.3 billion in assets, 

Silverado has only $306 million in single-family r— ldentlal loans, 
$68 million in cash and U.S. Government securities , and $40 million in 
whole mortgage-backed pas s-through securities. A significant amount of 
the single- family residential — rtgage loans are nonconforming and/or 
nonown er -occupled , and, as such, have limited marketability. Silverado 
has 1ms than $4 million in consumer loans. The remainder of 

Silverado's assets are comprised primarily of commercial real estate and 
land loans ($838 million), real estate ($192 million), and —rtgage 
derivative investmea ta, including RKMXC residuals, stripped securities, 
and CMOS (totaling $790 million). Silverado's commercial real estate 
and land loans and real estate invest— nts (or RSO) is essentially 

securitised into a pool of assets totaling in excess of $1 billion in 

which various holders of senior and subordinated participation interests 
have undivided interests. The poor quality of the— as— ts is 

demonstrated by the fact that Silverado has rec ognised over $247 million 
in los— s on this portfolio since 1985. The existence of the pool 
structure it— If lessens interest in these assets due to potential and 
ongoing fundings (including the pay— nt of intereet) to holders of 
junior participation interests in the pooled as— ts. In certain cases. 
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interest is required undar Misting participation ownership 

documentation to ba paid to holders of junior participation interacts, 
•van though such junior participation .nterests have ostensibly been 
charged off. An additional factor in assessing these assets is the 
significant amount of potential claims against Silverado relating to 
lender liability claims and/or claims of illegal tying arrangements (due 
to the use of loan proceeds to acquire stock or junior participation 
interests in the Loan Pool). Silverado's portfolio of residual 

investments (book value of $674 million as of September 1, 1988) is 
extremely volatile in nature. The type of reeiduals acquired by 

Silverado would appear to be high performing only in a stable interest 
rate environment. A 130 basis point increase in short-term LIBOR rates 
since March 1988 has left Silverado with an unrecognised market loss of 
$175 million in this portfolio as of September 1, 1988. According to 
the moet recent sensitivity profile for the reeiduals, an additional 
increase of 100 basis points would reduce the yield on this portfolio 
from 9.54 percent to 5.69 percent, and would most likely shatter the 
remaining market value. Theme assets have very little appeal to 
potential acquirers due to their demonstrated art rams volatility 
(particularly in a rising rate environment). Zn short, very little 
marketability or substantive good features are generally present in 
Silverado's asset structure. 

Sllveredo has a significant amount of contingent liabilities relating to 
five primary issueei employment contracts with senior officers, 
subordinated debt issued to and held by senior officers (face amount 
totaling $8.6 million), subordinated debt Issued to and held by MDC 
($14 million), the existence of a $15 million indemnification fund for 
officers and directors to defend and pay claims, and potential judicial 
judgments. lech of these issues is outlined in a memorandum dated 

October 27, 1988 from Agency Functions' Legal Counsel to the Associate 

General Counsel of the FILM, attached as Exhibit 8-15. The recommended 
action would serve to effectively eliminate the contingent liability 
claims associated with Silverado and result in substantial savings to 
F8LZC. 

Zn summary, we rsrnmmend that the FILM appoint a receiver for 
Silverado, and that this action be structured as an MT. The 

recommended action should serve to enhance the marketability of 
Silverado and to effect substantial cost savings to F8LZC through the 
elimination of significant contingent liabilities. The timing of this 
recommended action is critical, as the Colorado Commissioner has 
formally notified the PSA that he will act to close Silverado not later 
than December 16, 19M. 
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XIV. MAWROmilfT AWP DIMCTORATl 

Information relating to propoaad managamant and diractorata will ba 
forward— at a latar data. 


I concur: 



Suparviaory Agant 
I concur: 
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Losses on Major Transactions Based on Subsequent Appraisals and Foreclosures , 

(November 1985 - March 1987) 
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1. Bromley Park 5. Loans & Assets 9. Block 1 13. Aurora Galeria 

2. Siena Building 6. Cedar Canyon 10. Guaranty Bank Building 14. Neusteters 

3. Real Estate for Stock 7. Springs Office 1 1 . Aurora Business Center 15. 5 Miscellaneous Deals 

4. Land and Loans for Stock 8. Juice Plant/Hotel 12. West Meadows 16. Cityview 
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OCT 2 5 1588 
JOHN j. CMC* * 

Nr. Wall k Nr. Meatray, 

Every one la t he country, iincluding The Washington POST k BUSINESS HSC, seen* 
to know about seme of the shenanigans at Silverado, yet you trill allow them 
to operate under your control with the sar* people in place who presided over 
the largest financial failure in Golorado'e history. If this fiasco continues, 
more revelations will cone out, and it's doubtful 7HL3 will look very good la 
the process. It's time to clean house or answer sane questions yourselves. 
Silverado, UDC, and perhaps sane others are coming down from their own misdeeds 
anyway, so why not try to keep the industry clean in the falloit? Tou should 
hear what Silverado says about PHLS's weakness. Do your Job. There's so 
reason to bail out crooked management. Ask yourselves sane questions: 

1) Shy did Silverado forgive personal quarantees on the ICaa Good Ictus and 
who thought he'd profit fjran picking up Good's stock? 

• • > 

2) ‘Shat kind of underwriting did Silverado really do in making it'e sweetheart 
leans and who papered the files or caused it to be done? 

3) Hfcy does Silverado have a citrus processing plant in Tlorida k a co-op 
apartment building in Sew York? Is this the kind of caxnunity investment 
and Involvement SfcL's are supposed to pursue? 

4) Hew much have the top four officers milked out of the company over the past . 
six years in terms of salaries and loans that have not been repaid or 
reported ae salary on V-2's? Shy should taxpayers foot the bill? 

5) Is Silverado Elektra a dodge around regulations and are it's Investments 
in keeping with policies and guidelines for SfcL's? • 

6) Have you ever wondered why you never hear from the man who owns most of the 
company and would^ appear to have the most to gain or lose? 

Silverado buried an Internal study showing the need for $340 million in 
reserves and not the current level. They haven't coca clean with anyone but 
would confess to their prbblercs only after they were casing to light. We 
will not allow you to sweep everything under the rug. 
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DATE: F thru ary 17, 1988 
TO: Of flea Flit* l 

FROM : Jack Cract and Dtnnl* Laceylr 
SUBJECT: Sllvtrado * 

On Ftbruary 17, 1988 wt tat with Mika wist, Rick Vandtrpool and Bob 
Lewis to dlfcuss tha natters contalnad in Dannls Lacey's lntarnal 
memorandum datad February 5, 1988. 

Frlor to tha meeting, we had discussed tha situation with Jerry walker 
and Alan May. 

wa presented tha natters contalnad In that aeaorandua to tha group; 
thalr comments ware: 


1. They characterized tha March 10, 1987 netting with tha FHLBB as a 
netting that should not have bean held and was only a fact finding 
mission. Mika stated that whan ha became aware of tha meeting. ha 
ca lled Dr. preTldllll 01 Hit 1 uiitM^^Il^ankT HdWfcfW 

told Mika Hi Knew of no suen meeting. Mowbray checked and called 
Mike back stating that there was a netting, but that he would not 
be attending as he felt It was prenature. 


They stated that "cease and desist" never cane up at the meeting. 
The netting was a discussion of natters that the examiners were 
looking Into - basically, It was the company explaining certain 
transactions. 


The only stipulation placed upon then from the meeting In their 
ninds was that they would sell no nore Interests In the pool 
without regulatory approval. They pointed out that they have sold 
significant amounts since that tine, so it is obvious that this 
stipulation was not that significant. 

Bob and Mike both stated that they felt good after the meeting and 
thought that any concerns would be satisfactorily resolved. Rick 
stated that it was his reaction that the examiners had "been run 
out of town as they didn't know what they were talking about.” 

As regards the self-imposed restrictions outlined In Mike's March 
20th memorandum, they stated that this was for the most part only a 
reiteration of their business plan that they had previously 
submitted to the FHLBB. They felt that a clear Indication of their 
expected future course of action would set the examiners minds at 
ease. Mike said It was an offensive move to squash any concerns. 

The company was not aware of any serious concerns by the examiners 
until the meeting. They said that an examiner named Dorothy had 
made presentations to the Board of Directors prior to the meeting 
and even after the March 10th meeting during which no concerns were 
raised. They brought in copies of the minutes which supported 
their remarks. They Informed us that the examiner who arranged the 
meeting was replaced and "got his hands slapped” as the meeting was 
premature. Rick stated that Dorothy is no longer in the 
examination division and now has a clerical job with the FHLBB. 
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Office of Thrift Supervision 

Department of the Treasury 

1700 C Street. N.W.. Washington. D.C. 20552 

DATE: 18 Jan 1990 


KEHORANDUH 

TO: Enforcement Review Committee 

PROM: OTS Enforcement (and) 

Topeka District Office 

SUBJECT: Supplemental Memorandum Regarding Silverado Banking, 

St LA, Denver, Colorado — Analysis of the 
duty-of-loyalty doctrine and revised recommendation 
for action in respect of Neil M. Bush. 



This memorandum recommends that OTS seek an Agreement from 
Neil Bush, enforceable in the same measure as an Order to 
Cease-and Desist. We make this recommendation in light of facts 
recently disclosed, set forth in the following analysis of Neil 
Bush's fiduciary duty to Silverado Banking as applied to his votes 
to approve loans to and acquire property from entities related to 
Bill L. Walters, and to the proposed approval of a $900,000 line 
of credit for an entity related to Kenneth M. Good. These issues 
arise from Bush's duty of loyalty to Silverado Banking while he 
was a director from August 1985 through August 1988, and his 
business relationship with Walters and Good during the same 
period. Attached are two submissions from Bush's counsel arguing 
that there was no breach of a fiduciary duty. 


Background — Walters 


From August 1985, when Bush was elected to the board of 
Silverado Banking, through October 1986, when Walters' interest in 
JW^Expl^ra^y^Jo^wasredeemed , Silverado Banking entered into 
tn^roiiowing tranSacWWW^iTir entities related to Walters: 

Block One, ConDril, §unCl^, ^oomfiel^ . S' 
Only the last three wWaapproven^Tro^EST^^rdTrectors^* 
including Bush; the others were approved by the investment commi » 
tee. 


atm 


Bush and his counsel made a presentation after Bush gave 
testimony in the course of our formal examination that was 
(a) consistent with documents in our possession, (b) internally 
consistent, and (c) inconsistent with conclusions we had formed 
based on the evidence previously available to us. As described 
more fully below, we noted the following discrepancies. 
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Honorable Henry B. Gonzalez 
Chalraan 

Banking, Finance, and Urban Affairs 
Committee 

U.S. House of Representatives 
Washington, D.C. 20515 

Dear Hr. Chalraan: 


Pursuant to the Committee's hearings concerning Silverado Banking, 
Savings and Loan Association, I would like to submit the attached written 
questions to be answered by the designated witnesses and Included In the 
hearing record. Thank you for your consideration. 


Sincere!/, 



Cha 
Ranking 


Enclosure 
CPW: jsd 



536 


QUE8TIOV8 FOR BRIAN MCCORMALLY - OT 8 TOPEKA 

1. ) What is your opinion of the Colorado state supervisor's 
regulation of Silverado? Did the state cause any delays in the 
FHLB of Topeka ( "FHLB-Topeka") proceeding against Silverado? Does 
the state of Colorado have adequate resources to regulate an 
institution like Silverado? 

2. ) Compare Silverado's management to the management of other 
thrifts in your district. Was Silverado's management more or 
less sophisticated than other thrifts in your district? 

3. ) What type of information was Silverado's Board of Directors 
normally given by management during a Board meeting? Did the 
Silverado Board receive more or less detailed information from 
management at Board meetings than other thrifts in your district? 
Were outside experts such as attorneys and accountants used by 
management to prepare the documentation presented to the Board? 

4. ) During the May 22nd hearing you agreed with a statement that 
loans to directors at federally insured institutions should be 
prohibited. Is this OTS policy? During an examination, does the 
OTS-Topeka start with the presumption that any business 
relationship between a director and the insured institution is 
inherently unsafe or unsound? 

5. ) In October, 1987, The FHLB-Topeka entered into an operating 
agreement with Silverado. The operating agreement contained 
several provisions dealing with conflicts of interest at 
Silverado. Silverado's Board of Directors, including Neil Bush, 
bound the institution to this agreement by a Board resolution. 

One month earlier, you had raised concerns about the Neil Bush 
transactions, asking for a 407 investigation. Was the operating 
agreement a sufficient remedy to handle your concerns relating to 
Neil Bush? If not, why not modify the operating agreement at 
that time to satisfy your concerns with the Bush transactions? 

Was Bush bound by the terms of this agreement? 

6. ) Since Neil Bush resigned in August, 1988 and Silverado closed 
in December, 1988, did the FHLB-Topeka have the legal authority 
to bring a cease and desist action against Neil Bush after his 
resignation and prior to the passage of FIRREA in August, 1989? 
Did section 905 of FIRREA grant you the authority to initiate 
such an action? How many other actions against individuals, 
other than at Silverado, has your district initiated after FIRREA 
that the legal authority to initiate the action came as a result 
of FIRREA? Please distinguish between Cease and Desist actions 
and removal/prohibition actions. Also, please provide the dates 
that these actions were initiated. 
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7 . ) Concerning the OTS allegation that Neil Bush failed to 
disclose his business relationships with Ken Good related to the 
Board approval of a line of credit for Good International's 
Agrentine venture, did Russell Murray notify the Board in a memo 
that Neil Bush through JNB was involved with Good International? 
Was this memo adequate disclosure? 
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QUESTIONS FOR STEVE HERSHKOVITZ - WASHINGTON OTS 

1. ) Can you please provide the Committee with information on the 
number of administrative enforcement actions, by institution, 
initiated against individuals at Vernon, Sunbelt, Texas American, 
Lincoln and Centrust. Please distinguish between the type of 
action and whether the individual was considered part of 
management, an inside director or an outside director. 
Additionally, please indicate the date that these actions were 
initiated and their current status. 

2. ) Please explain again for the record the different legal 
standards associated with a removal/prohibition action and a 
cease and desist action against an individual. In the Neil Bush 
case, what elements of a removal/prohibition action were lacking? 

3. ) Since Neil Bush resigned in August, 1988 and Silverado closed 
in December, 1988, did the FHLB-Topeka have the legal authority 
to bring a cease and desist action against Neil Bush after his 
resignation and prior to the passage of FIRREA in August, 1989? 
Did section 905 of FIRREA grant the Topeka OTS the authority to 
initiate such an action? How many other actions against 
individuals, other than at Silverado, has the OTS initiated after 
FIRREA that the legal authority to initiate the action came as a 
result of FIRREA? Please distinguish between Cease and Desist 
actions and removal/prohibition actions. Also, please provide 
the dates that these actions were initiated. 

4. ) It is my understanding that in effect the OTS is seeking an 
industry-wide cease and desist order against Neil Bush. That is 
Mr. Bush would have to cease and desist from certain prescribed 
activities at all federally insured institutions. I was one of 
the original sponsers of FIRREA* s enforcement title and worked on 
the enforcement provisions that eventually became law for several 
years. We specifically provided for industry-wide application of 
removal/prohibition orders in section 904 of FIRREA. However, 
nowhere did we specifically provide for an industry-wide cease 
and desist action. What is the legal authority you are relying 
on for an industry-wide cease and desist order? 

5. ) What are the different public policy objectives of a cease 
and desist action and a removal/prohibition action? 

6. ) The FDIC, OCC and Federal Reserve Board have all provided the 
Committee information that they have never initiated a cease and 
desist action against an institution-affiliated party after the 
affiliated institution has been declared insolvent, other than 
for purposes of restitution. Prior to the Neil Bush case, how 
many times has such an action been initiated by the OTS after 
insolvency and what were the resolutions of these cases. 



539 


7.) Several institution-affiliated parties associated with 
Silverado have agreed to prohibition orders. Can you please list 
separately the losses at Silverado attributable to the actions of 
each of these individuals. 
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Questions for David Paul 
Submitted for the Record 
May 22 , 1990 

Congressman Jim Bunning 

1. Mr Paul, on page four of your statement you said, 
"Silverado management spared no expense to convince the 
regulators of their prudence." 

One such expense, evidently, vas a series of corporate 
campaign contributions in 1986 and 1987 to citizens for 
Romer, totalling $15,900. A State of Colorado document 
listing these contributions is attached and put in as a 
part of the record. 

In your opinion, considering the financial condition of 
Silverado, vas this a prudent transaction? Please justify 
either a positive or negative response. 


2. Regarding the contributions listed in question 1, did 
the fact that those contributions were made have any 
influence on the regulatory action subsequently taken (or 
not taken) by the Romer Administration? 


3. If your answer to question 2 is yes, please provide all 
information leading to that conclusion, including all 
available documentation. 


4. Regarding the contributions listed in Question 1, do 
you feel that it is improper for a federally insured 
savings institution to use federally insured dollars to 
support candidates for political office? 


5. Your testimony and the testimony of OTS indicates that 
the problems with Silverado began in the early 1980s and 
became severe by the mid-1980s. Yet, in your answer to Mr. 
Drier’s question you indicate that you didn’t contact the 
Governor’s office about the severity of the problem until 
August, 1988. 


6. In your answer to one of Mr. Dreier's questions, you 
indicated that you had been a guest speaker at some 
management seminars put on by Silverado. Did you receive 
any compensation, expenses or otherwise, for those 
lectures? If your answer is yes, please indicate the date 
of the seminar, the topic of the lecture and the amount of 
honorarium or compensation. 
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Tht Honorable Chalmers P. Vylia 
Quest ions for David L. Paul 
Smboommlted for the Heoord 


1. Were Colorado officials contacted by Silverado in an effort 
to influence the regulation of the thrift? 

2. Which public officials, if any, contacted the Colorado 
regulator about Silverado's problems, and what was the nature of 
these requests? Did such requests have any effect on state 
regulatory policy? 

3. How much information was the State of Colorado providing to 
Federal thrift officials about the condition of Silverado? 

4. What recommendation did you make when you were notified that 
Silverado was changing auditors? Did this raise alarm bells? 

5. Did you raise questions with Silverado over the large bonuses 
being paid to Silverado's officers? 

6. Were instructions given to Silverado Board Members or 
employees to donate to political campaigns? If so, to whom? 

7. What meetings took place, outside of official meetings, with 
Colorado State regulators by Silverado officers? 

Where were these meetings held? 

9. Did Silverado have contact with the Governor of Colorado 
regarding Silverado, its business activities or the impact of 
state regulators on Silverado? 

10. How many employees do you have in your office? 

11. How many state chartered institutions are there in Colorado 
and what is the total size of their assets? 

12. Do you believe that state regulators are competent to 
supervise the number of institutions that they are so eager to 
charter? 

13. Was Silverado betting heavily on a new Denver Airport being 
built? 

14. Do you believe Silverado was trying to influence politicians 
to have the new airport built? 
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DIVISION OF FINANCIAL SERVICES 
1560 Broadway, Suite 705 
Denver, Colorado 80202 
(303) 694-2336 

David L Paul 
CommitMNwr 
Fred |. Jotepfl 


STATE OF COLORADO 


Department of Regulatory Agencies 
Steven V. Berson 
Executive Director 



Deputy Commissioner 


TO: 

FROM: 

SUBJECT: 

DATE: 


House ComltteejULBanklng, Finance and 

David L. Paul ^ I 
Commissioner of Financial Services 

Supplemental Information to the Nay 22, 

June 5, 1990 


Urban Affairs 


1990 Hearing on Silverado 


As a supplement to my answer (page 110, lines 2600 and 2601) to a question by 
Nr. Parris regarding the Silverado loan pool, I wish to state that I may have 
misunderstood Nr. Parris' question and need to clarify my answer. 

I am aware of two federal regulatory opinions on the loan pool that were 
Issued In Nay 1987. These opinions. Issued by the Chief Accountant and the 
Deputy Assistant Director for Regional Operations of the Federal Home Loan 
Bank Board, Indicated that asset classification should flow through to the 
underlying assets In the loan pool, and that the sales of junior participation 
Interests should be considered as loan loss coverage. Further, I am aware of 
an opinion submitted by Silverado to the regulators from Coopers & Lybrand, 
certified public accountants. In October 1986, which Indicated that the 
proposed accounting treatments relating to the loan pool were In accordance 
with GAAP. 

I am not aware of any opinions from regulators or certified public accountants 
that Tn~~any way "approved" of the so-called "quid- pro-quo" loan transactions. 

In fact, such "quid- pro -quo” transactions as well as other forms of 
self-funding of capital were ordered stopped by the federal regulators In 
Narch 1987. I was In agreement with that directive. 


0980A 
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DIVISION OP FINANCIAL SIRV1CZ5 
1540 Iwtdwi y. Suite 70S 
P — w . Colorado 80202 
(303) 894-2334 


0 — dLFo d 

MHIONd 
O d t y C om mw to n i 


STATE OF COLORADO 


Oopartmom of ft«fui*ory A««ncte 
Stew V. Benon 
Exacwivt Director 



TO: 


FROM: 


SUBJECT: 

OATE: 


Houso Coamlttee oiLjanklng, Finance and 

David L* Paul ^ 2 

CobbIss loner of Financial Services 

Supplenental Information to the May 22, 

June 5. 1990 


Urban Affairs 


1990 Hearing on Silverado 


As a supplement to ny answer (pages 99-100, lines 2343 to 2376) to a question 
by Nr. Neal regarding the tlalng of regulatory actions, I wish to sake several 
comments. 


The October 1987 supervisory agreeaent entered Into by Silverado and the 
federal regulators. In By view, had the effect of a coaprehenslve cease and 
desist order, effectively prohibiting the problematic practices In which 
Silverado aanageaent had been engaged. I chose to endorse this course of 
action, rather than Initiating state law alternatives such as suspension or 
removal of officers and directors, because I felt It was the quickest, most 
effective way to restore sound operating procedures at Silverado. 

Even though Silverado aanageaent complied with the supervisory agreeaent, this 
action did not prove sufficient to save Silverado. When, In late-July 1988, I 
found that continuing loan losses had consumed remaining capital, thus 
rendering Silverado insolvent, I had the grounds to Issue a "capital call" 
under state law, directing the Infusion of a large sub of additional capital. 
I, In fact, issued the capital call in mid-August 1988 and set a mid-October 
1988 deadline for the capital infusion. I extended the call once at the 
specific written request of the federal authorities , dhen Silverado was 
unable to meet the extended call, I felt there were no longer any reasonable 
grounds to keep the Institution open, so I followed state law and closed 
Silverado on December 9, 1988. 
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DIVISION OS FINANCIAL SERVICES 
1560 Broadway. Suite 705 
Denver. Colorado 60202 
(303) 894-2336 

David L Paul 


STATE OF COLORADO 


Department of Regulatory Amende* 
Steven V, Berson 
Executive Director 



*©r 


Deputy Commiuionar 


TO: 


FROM: 


SUBJECT: 

OATE: 


House Goamlttee on Banking, Finance and 


David L. 
Commissioner 


Paul 

ner of Financial Services 


Supplemental Information to the Nay 22, 
June 5, 1990 


Urban Affairs 


1990 Hearing on Silverado 


As a supplement to ay answer to a line of questioning (pages 142-145, lines 
3341 to 3408) by Nr. Dreler, I wish to sake several coaoents. 

Nr. Drier questioned oe about two Incidents which. If taken out of context, 
could suggest that I had a less than arms length relationship with Silverado 
management*. This suggestion Is unfbunded. 

The first Incident concerned a letter which I wrote In 1984 endorsing the 
nomination of Nlchael Wise, Chairman of Silverado, to become a member of the 
Consumer Advisory Council of the Federal Reserve Board. given what 
Information that I had In 1984 concerning Nr. Vise, the letter was no more 
than the sort I might have written upon request fbr the head of any major 
state-chartered savings and loan. 

The second incident cited was that I attended management seminars sponsored by 
Silverado. I, In fact, attended three such seminars, all In Colorado, between 
1985 and 1988 In my official capacity and was one of several Invited guest 
speakers on the program during such functions. It was not inappropriate for a 
major savings and loan Institution to Invite the state regulator to attend an 
official function and to share his regulatory perspective. 1 was not paid for 
these appearances and considered such public speaking as a duty of ay office. 


0979A 
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ovebxbo ita th hw or nm b. gobiblbs, cbbxbkbb 

BOV SB COMXXTTU OB BABXXBG, FIBBBCS BUD UKBAB AFfHKf 

BBBKXBO OB BZLBBBBDO BBBKXBO, BBTXBOB BBD LOBB 
May 21, 1190 

Boards of directors are the first line of defense for any institution — 
and ultimately for the Federal deposit insurance funds. 

But, a June 1989 report to this committee from the General Accounting 
Office makes it clear that this line of defense crumbled quickly in the 
savings and loan crisis. The GAO laid heavy blame for failures on "passive" 
boards, "self-dealing" boards and widespread conflicts of interest. 

GAO studied a group of 26 failed thrifts, but its findings could have 
been drawn from a cross-section of Silverado's board. Silverado's board 
seemed to have plentiful examples of both passive and self-dealing board 
members . 

This morning we have five of the "outside" directors who were willing 
to appear here voluntarily. Five of their colleagues, four insiders and 
another outsider, decided to dodge the hearing. These five will be on an 
upcoming subpoena list. 

Overall, every member of the Silverado Board must share responsibility 
for the mismanagement, the insider dealing, the self-financing schemes, the 
poor loans and the ultimate demise of the institution. 

Today we will explore how Silverado's directors saw their 
responsibilities, and how they carried out their responsibilities. Did they 
see themselves as the first line of defense to protect the company, or did 
they see themselves as passive bystanders? I commend our witnesses today for 
appearing voluntarily to respond to these questions. 
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STATEMENT Of 

THE HONORABLE FRANK ANNUNZIO 
AT HEARINGS ON SILVERADO RANK INS 

WEDNESDAY, NAY 23, 1990 

Mr. Chairman, the savings and loan crisis Is going to cost the American 
taxpayer $500 billion. Much of that loss is due to the actions of the boards 
of directors of the failed savings and loans. Too often the directors were 
either rubber stamps of management, or were greedy and self dealing. 

We heard yesterday that Nell Bush, as a director of Silverado, presented 
or voted on, $106 million in loans to Ken Good and Bill Walters, two Silverado 
borrowers with whom he had business deals. All those loans are now In default. 
The average American businessman may have trouble getting a loan for inventory, 
but at Silverado there was never a credit crunch for the people with the right 
friends. 

The Justice Department of the United States Is charged with ensuring that 
the criminal laws of the United States are enforced. Those laws Include 
prohibitions on fraud against federally Insured financial Institutions, including 
fraud by directors of savings and loans. 
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Not every failed savings and loan involved fraud by the directors, but 
enough did that last year this Committee strengthened the laws against these 
crimes. We also set up a separate authorization of $75 million a year for each 
of the next three years - a total of $225 million - to investigate and prosecute 
the savings and loan crooks. 

The Justice Department is not doing anywhere near enough to investigate 
these cases. It claims that it does not need the money that this Congress 
authorized. 

Yesterday, we heard from OTS that the Justice Department had talked 
directly with Director Ryan of OTS and told him to refuse to give this Committee 
information about the five criminal referrals concerning Silverado. Ail we asked 
for was the dates that the criminal referrals were made. No one sought any 
information that would jeopardize any ongoing investigation. 

Mr. Chairman, this is a coverup, pure and simple. The question Is: what 
does the Justice Department want to hide? Is it hiding that for four years it 
had a criminal referral that might be politically embarrassing, and it did not 
dare investigate it? Or that it simply did not bother to investigate hard 
savings and loan cases? 

When it comes to investigating savings and loan cases, the Justice 
Department is less inquisitive than Kermit the Frog, and softer than Big Bird. 
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\ 

Mr. Chairman, no savings and loan investigation by this Committee will be 
complete until the Attorney General appears as a witness. We must find out why 
the Justice Department Is so reluctant to investigate savings and loan cases. 
The taxpayers have a half trillion reasons to want an answer to the question: 
when are the savings and loan crooks going to jail? 
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RESOLUTXOM 

I bov« that undar tha jurisdiction assigned to tha Committee 

undar Rula 10 of tha Rulas of tha Housa that tha CoBBittaa 

author iza tha Chairman to issua subpoanas pursuant to rula 11, 

clausa 2(m) of tha rulas of tha Housa and rula 5 of tha Committee 

rulas for tha appaaranca of tha parsons named balow for tha purpose 

of providing tastiaony and docusants ralativa and part inant to tha 

invastigation of tha closing of Silvarado Banking, Savings and Loan 

Association, Danvar, Colorado: 

Xermlt Mowbray, former Prasidant, Fadaral Homa Loan Bank 
of Topaka 

Toanla D. Thompson, fornar District Diractor, Offica of 
Thrift Suparvision, Topaka 

Miehaal R. Visa, fornar Chairman, Silvarado Banking 

Riehard K. Vandapool, fornar Vica Chairman and Chiaf 
Oparating Officar, Silvarado Banking 

Robart M. Lawis, fornar Vica Chairman and Chiaf Financial 
Officar, Silvarado Banking 

V. Jamas Mats, formar Diractor and majority shara holdar, 
Silvarado Banking 

Florian Barth, formar Diractor, Silvarado Banking 
Kanaath K. Good, Principal, JNB Exploration 
John R. SulllvaR, CEO, SDC Land Partnars 
Bill L. Valtars, Prasidant, JNB Exploration 

Subpoenas authorized on notion of Mr. Wylie vara tha following: 

Mr. Thomas Qaubert, former Chairman, Independent American 
Savings 

Mr. Don Ray Dixon, formar Chairman, Vernon Savings 
Mr. Bdvln T. McBirney, formar Chairman, Sunbelt Savings 
Mr. David L. Paul, formar Chairman, CenTrust Bank 
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Dianne C. Inglas 
1299 Gilpin, Apt. 15E 
Denver, Colorado 80218 

Daar Ma. Inglas: 

As part of the Committaa on Banking, Financa and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will bold 
hearings on Hay 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

The Committee will need to identify the problems which led to the 
institution's failure, when the problems were discovered by the 
regulatory agents, the timing and nature of any subsequent 
responses or actions by federal and state regulatory authorities, 
and the estimate of the ultimate loss to the deposit insurance fund 
and related issues. So that the Congress and the public will have 
a full and accurate picture of the Silverado case, the Committee 
will need your complete and timely cooperation. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Wednesday, May 23, 1990, in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
in detail the issues involved in the management, operation and 
regulation of Silverado during your tenure as a Director. The 
Committee will need a response to this request for your appearance 
by no later than April 27, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 
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In the interim, the Committee will need to review the 
documents neceesery to reconstruct the history of Silverado 
Banking. The committee requests that you provide a copy of all 
communications and correspondence, in your possession, related to 
Silverado Banking and its affiliated entities, either internal in 
nature or with third parties, regarding the purchase, operation, 
management, regulation and subsequent closing of Silverado. It is 
specifically intended that coaiuni cat ions and correspondence be 
interpreted as including, but not liaited to, letters, memoranda, 
notes of telephonic meetings, electronic mail or other computer* 
related communication, and any minutes taken at meetings where 
Silverado Banking was discussed. He also ask that you review the 
documents in your possession for the purpose of compiling a list 
of any meetings between employees of any federal and state 
regulatory agency and officials, employees or representatives of 
Silverado Banking or any of their subsidiaries. Please provide the 
date and purpose of any such meetings. 

I cannot over emphasize the need for full and timely 
compliance with this request. Any questions regarding your 
testimony or the production of documents should be immediately 
directed to Ton Adams of my staff at (202) 225-2924. 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING FINANCE AND UNBAN AFFAIRS 

one hundred first congress 

2129 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON DC 20515 

April 20, 1990 


Richard J. Bunchman 
P.O. Box 1598 
121 South Main Straat 
Breckinridge, Colorado 80424 

Dear Mr. Bunchman: 

As part of tha Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 
hearings on May 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

The Comsiittee will need to identify the problems which led to the 
institution's failure, when the problems were discovered by the 
regulatory agents, the timing and nature of any subsequent 
responses or actions by federal and state regulatory authorities, 
and the estimate of the ultimate loss to the deposit insurance fund 
and related issues. So that the Congress and the public will have 
a full and accurate picture of the Silverado case, the Committee 
will need your complete and timely cooperation. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Wednesday, May 23, 1990, in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
in detail the issues involved in the management, operation and 
regulation of Silverado during your tenure as a Director. The 
Committee will need a response to this request for your appearance 
by no later than April 27, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
hove sufficient time to review your statement, the Committee - 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 
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In the interim, the Committee will need to review the 
documents necessary to reconstruct the history of Silverado 
Banking. The Committee requests that you provide a copy of all 
communications and correspondence, in your possession, related to 
Silverado Banking and its affiliated entities, either internal in 
nature or with third parties, regarding the purchase, operation, 
management, regulation and subsequent closing of Silverado. It is 
specifically intended that communications and correspondence be 
interpreted as including, but not limited to, letters, memoranda, 
notes of telephonic meetings, electronic mail or other computer- 
related communication, and any minutes taken at meetings where 
Silverado Banking was discussed. We also ask that you review the 
documents in your possession for the purpose of compiling a list 
of any meetings between employees of any federal and state 
regulatory agency and officials, employees or representatives of 
Silverado Banking or any of their subsidiaries. Please provide the 
date and purpose of any such meetings. 

I cannot over emphasize the need for full and timely 
compliance with this request. Any questions regarding your 
testimony or the production of documents should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 
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U S. HOUSE Of REPRESENTATIVES 


2129 MAVtUfM HOUSC Of NCI SUHOMO 
WASHINGTON. DC 20911 

April 20, 1990 


Boil N. Bush 
49 Glenmore Circle 
Englewood, Colorado 90110 


Door Mr. Bush: 



As part of tha Committee on Banking, rinancs and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Before, 
Becovery and Enforcement Act of 1999, the Committee mill hold 
hearings on Nay 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent cloeing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

The Committee will need to identify the problems which led to the 
institution's failure, when the problems were discovered by the 
regulatory agents, the timing and nature of any subsequent 
responses or actions by federal and state regulatory authorities, 
and the estimate of the ultimate loss to the deposit insurance fund 
and related issues. So that the Congress and the public will have 
a full and accurate picture of the Silverado case, the Committee 
will need your complete and timely cooperation. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a. a. Wednesday, Nay 23, 1990, in Boom 
2129 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
in detail the issues involved in the management, operation and 
regulation of Silverado during your tenure as a Director. The 
Committee will need a response to this request for your appearance 
by no later than April 27, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Baybura House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, Nay 19, 1990. 
Your entire statement will be Included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 
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Zn the inUrii, the CoaittM will Mil te itfiw t)k| 
docuMnti MctMtry to reconstruct the history of lilmtli 
Bonking. Tho Co— ittee requests that yw provide o co py of oil 
communications and correspondence, in your possess ion, related w 
Silvorodo Bonking and its affiliated ontitioo, aithar intamal la 
natura or with third partiao, ragarding tho purchooo, operation* 
management, ragulotion and subsagiant cloning of Silvtrate. It if 
specifically intandad that co— unicotiono and correspondence ho 
intarpratad as including, but not linitod to, lottarn, memoranda* 
notes of talaphonic oeetings, electronic nail or other computer 
related c o s oun lcation, and any ninutes taken at meetings whs— 
Silverado Banking was discussed. We also ask that you review the 
documents in your possession for the purpose of coop i ling a link 
of any Beatings between eaployees of any federal ami stats 
regulatory agency and officials, eaployees or representatives of 
Silverado Banking or any of their subsidiaries. Please provide the. 
data and purpose of any such Beatings. 

I cannot over emphasise the need for full and time ly 
compliance with this request. Any questions r eg ard i n g your 
testimony or the production of documents should he immediately 
directed to Ton Ada— of my staff at (202) 225*2024. 



Henry W. Consoles 
Chairman 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE on banking finance and urban AFFAIRS 
ONE HUNDRED FIRST CONGRESS 
2129 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON OC 20515 

April 20, 1990 



c :«• •• *.»**% 






Richard F. Vitkus 
Enhart Corporation 
426 Colt Highway 
Farmington, Connecticut 06032 

Dear Mr. Vitkus: 

As part of the Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 
hearings on May 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

The Committee will need to identify the problems which led to the 
institution's failure, when the problems were discovered by the 
regulatory agents, the timing and nature of any subsequent 
responses or actions by federal and state regulatory authorities, 
and the estimate of the ultimate loss to the deposit insurance fund 
and related issues. So that the Congress and the public will have 
a full and accurate picture of the Silverado case, the Committee 
will need your complete and timely cooperation. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Wednesday, May 23, 1990, in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
in detail the issues involved in the management, operation and 
regulation of Silverado during your tenure as a Director. The 
Committee will need a response to this request for your appearance 
by no later than April 27, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 
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In the interim, th« Committee will nMd to rtvicv th« 
documents Mcmary to reconstruct the history of Silvsrsdo 
Banking. Ths Committee rsqussts that you provida a copy of all 
communications and correspondence, in your possession, related to 
Silverado Banking and its affiliated entities, either internal in 
nature or vith third parties, regarding the purchase, operation, 
management, regulation and subsequent closing of Silverado. It is 
specifically Intended that communications and correspondence be 
interpreted as including, but not limited to, letters, aeaoranda, 
notes of telephonic meetings, electronic mail or -other computer- 
related communication, and any minutes taken at meetings where 
Silverado Banking was discussed. We also ask that you review the 
documents in your possession for the purpose of compiling a list 
of any meetings between employees of any federal and state 
regulatory agency and officials, employees or representatives of 
Silverado Banking or any of their subsidiaries. Please provide the 
date and purpose of any such meetings. 

cannot over emphasize the need for full and timely 
compliance with this request. Any questions regarding your 
testimony or the production of documents should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 



Chairman 
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Kay 16, 1990 


or caukmma am whs ms 


Thomas Ada— 

U. I. HOWS OF REPRESENTATIVES 
on# Hundrad First Congress 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Re: SILVERADO BANKXM 

Dear Nr. Ada—: 

Nessrs. Vitkua and Bunch— n and Ns. Xngele have been 
requested to appear before the House Banking Co— ittee on Nay 23, 
1990. subpenas have not been issued and any appearance by them is 
voluntary. You and I have discussed various concerns raised by my 
clients regarding their lack of access to documents to refresh 
their recollections, the appearance these hearings have political 
purposes, their desire to cooperate but fear these hearings will 
not be designed to gather information so much as to attack them and 
others and the like. Zn response you have repeatedly stated that 
■y clients are viewed as friendly witnesses who will be asked for 
general information without focus on specific transactions for the 
purpose of assisting the Co— ittee in learning about how decisions 
were — de at the Association and the role of — nagement, 
professional consultants and regulators in conjunction therewith. 

Based on your assurances, my clients are willing to 
appear on a voluntary basis on Kay 23, 1990. They have asked that 
I obtain your written confirmation regarding their appearances 
that: 


1 . Should they appear and answer 
questions, they will not be brought 
back under subpena with those 
directors who decline to appear to 
give further testimony. 

2. They are not expected to produce any 
documents since any documents they 
have are already in the possession 
of the Co— ittee. 


353-701 
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MAY 16 ' 96 12:34 ADAMS SADLER HOUIS PA6E . 03 


ADAMS, SADLER A HOVIS 

Thomas Adam* 

0. S. HOUSE OP REPRESENTATIVES 
May 16, 1990 
Page 2 


3. If the management directors appear 
and assart the Fifth Amendment in 
lieu of testifying, the questioning 
of ay client* will not occur in 
conjunction with management but 
before or after. 

4. That I, ae their attorney, vill be 
at their side during the question- 
ing- 

5. They vill not be expected to provide 
a written eta tenant to the Committee 
but vill prepare a short oral 
statement of who they are and their 
background or, if possible, have me 
present that information on their 
behalf. 

if the foregoing meets with the approval of the 
Committee, please have an authorised member of the Committee or 
staff sign the enclosed copy of this letter and return it to me 
prior to May IS, 1990. 

Very truly yours, 

ADAMS, SADLER & HOVIS 


By 


BDH : ap 
Enclosure 

cc: Richard Vitkus 
Richard Bunchnan 
Dianne Ingels 

HOUSE RANKING COMMITTEE 


By 



355*701 


.cor 
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U.S. HOUSE OF REPRESENTATIVES 

COMMfTTff ON BANKING. FINANCE AND URBAN AFFAIRS 
ONE HUNDRED FIRST CONGRESS 
112B RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON. DC 206 IB 


May 16, 1990 



poam-u«? 


Adams, Sadler, 6 Hovia 
100 Pina Street, 2 let Floor 
San Francisco, CA 94111 

Dear Mr. Hovis: 


I appreciate the cooperative spirit in which your clients 
have approached our requests for testimony concerning the failure 
of Silverado Bank. 


Within the rules and procedures of the Committee, I feel we 
can work with you and the witnesses to allay the basic concerns. 

It is our intention to consider subpoenas for those 
witnesses who have declined the Committee’s request. I do not 
foresee recalling or subpoenaing witnesses who appear as 
requested at the May 23 hearing. Committee rules do allow 
witnesses to consult with their counsel during the testimony, and 
we would want to make certain that this right extended to your 
clients. 


So that there is continuity and a logical grouping of 
witnesses, I have asked that the members of the board of 
directors appear together. The distinctions between the 
"outside” and "management" directors will be very clear so that 
the Members of the Committee and the public understand the 
different roles. Me do not anticipate that any of the witnesses 
will assert their Fifth Amendment rights. 

Witnesses have the option of reading brief opening 
statements or simply being prepared to respond to questions. It 
might be useful for each of the witnesses to present a brief 
written outline of their role at Silverado and then respond to 
any specific questions the Members of the Committee might ask. 
However, this is left to the judgement of the individual 
witnesses. In any event, the witnesses should be prepared to be 
responsive to questions relating to events that took place while 
they were on the board of directors. 
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Again, I want to asaura you that tha Coaaittaa la a vara that 
tha dlffarant diractora playad dlffarant rolaa at Silvarado. Zt 
would ba inaccurata and unfair to paint tha board with a aingla 
bruah. I think you will find tha Coaaittaa vary fair in ita 
handling of tha laauaa and tha vitnaaaaa. 



Chairman 
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Ireland. Stapleton. Pryor * Pascoe. P. C MAY 1 5 

ATTORNEY* at lam 
SUITE 2600 
1675 BROADWAY 

POST omce BOX iaiO TElCPmOnE 303 623 2700 

jamcs E ncslanc DENVER. COLORADO 60201 te lecopic R 303 623 2062 


May 8, 1990 


Honorable Henry B. Gonzalez, Chairman 
Committee on Banking, Finance and Urban Affairs 
One Hundred First Congress 
2129 Rayburn House Office Building 
Washington, D. C. 20515 

Dear Chairman Gonzalez: 

Neil Bush will appear before the Committee as requested 
on Wednesday, May 23, 1990 at 10:00 a.m. to discuss the 
management, operation and regulation of Silverado during his 
tenure as a Director. 


Mr. Bush also is willing to make available for 
inspection and copying all non-conf idential documents covered by 
the Committee's request. As to confidential documents, they are 
comprised of the Report of Examination, dated December 1, 1986, 
issued by the Topeka office of the Federal Home Loan Bank Board 
and the pleadings and communications generated in the course of 
the ongoing investigation and proceedings of the Office of Thrift 
Supervision. I am informed that all of these documents already 
have been made available to the Committee by the Office of Thrift 
Supervision. Thus, Mr. Bush's documents would be duplicative. 

In addition, by regulation. Office of Thrift Supervision 
proceedings are confidential to avoid prejudice and unfairness. 

We are informed by your staff that the Committee will make every 
effort to respect that confidentiality, and we wish to express 
our appreciation in advance for those efforts. 


Very truly yours 

V v ' 

E. Nesland 



JEN: nak 



uw 
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May 2, 1990 


Henry B. Gonzales, Chairman 

U.S. House of Representatives 

Committee on Banking, Finance 

and Urban Affairs 

One Hundred First Congress 

2129 Rayburn House Office Building 

Washington, D.C. 20515 

Re: Marjorie E. Page 

Dear Mr. Gonzales: 


DECEIVED 

MAY - 990 

• \m.t 6 t Ml!’* c ^ 


Please be advised that attorney for Marjorie E. Page, I 
hasten to respond to your letter which did not arrive until April 
27, 1990, the date you indicated for a response. 

Mrs. Page cannot contribute anything to your 
investigation. She is the Clerk and Recorder of Arapahoe County, 
and has been a member of this board since the early days of the 
formation of this savings and loan. She is really just a titular 
member of the board. She does not participate in any of the loan 
committees, and is not involved in any of the loans that are made 
in any way. 

I have advised her, since she has no knowledge of the 
internal operation of the bank and did not participate in any way 
with the loan portfolio that there is no reason why she should come 
to Washington to appear before your committee. 

Except for her name and address and her description of 
her present duties, she would be of no help to your investigation. 
I believe she would be willing to give a statement to you, which 
supports the contents of this letter. 

Thank you for your courtesy. 


MPM : md 

cc: Marjorie E. Page 


Yours very truly, 
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MEMORANDUM 


TO: Board of Directors 

FROM: Russ Hurray 'fP/Mv 

DATE: February 23. 1967 

RE : Rejected Loans 

January 1987 


Listed below are the significant loans which have been declined by Sllve 
Banking and the reasons for such rejection: 

1. Loans declined prior to submission to Investment Committee: 


PrsJact 

Loan Amount 
Requested 

Reason for Rejection 

Rancho Lorraine. CO 

$10,800,000 

Borrower qualifications 

Jouflas Ranch. CO 

9,000.000 

Location did not seem feasible 

Mission Trace I 4 I I .CO 

17,650,000 

Borrower financial difficulties 

Santa Fe Industrial. CO 

11.000,000 

Inadequate potential NOI 

Inwood Alpha Plaia, TX 

30,000.000 

No acceptable use of proceeds 

Harvest House. CO 

2,000,000 

Borrower could not provide rehai 
funds. 


2. Loans declined by Investment Committee: 

Loan Amount 

ProJtCt »wmt« «MW for fraction 

Front Kongo Airport, CO S 4,000,000 Pottntlol Inc oat and operation 

problm. Hay be resubmitted 
when resolved. 

3. Loans declined after Board approval: 

Loan Amount 

Project Requested Reason for Rejection 

None. 


RUS73 
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TO: 

FROM: 


OATE: 


MEMORANDUM 

Board of Directors 

Russ Murray, Executive Vice President 
Real Estate Underwriting Group Manager 

July 15, 1987 


RE: Rejected Loans 

June 1987 


Listed below are the significant loans which have been declined by Silverado 
Banking and the reasons for such rejection: 

1. Loans declined prior to submission to Investment Committee: 


Project 


Loan Amount 

Requested Reason for Rejection 


Sunnyslope 
Rainbow Springs 
Gilbert Farms 
Hollywood Plaza 
Bouquet Canyon 
Dallas Residential Dev. 
Highland Comm. Group 
Cedar Heights 
Indian Creek 
Metro Center 
Artco Ranch 
Yuma Properties 
Daley Ranch 
Ranch Rajneesh 
Forney Engineering 
Bell Marin Keys 


119,200,000 Didn't fit our loan criteria 

50.000. 000 Didn't fit our loan criteria 

13.200.000 Oldn't fit our loan criteria 

21.000. 000 Didn't fit our loan criteria 

33.000. 000 Didn't fit our loan criteria 

5,000,000 Didn't fit our loan criteria 

13.440.000 Not originating comm, loans 
Didn't get far enough to determine details 

16.500.000 Doesn't meet criteria 
Doesn't meet criteria 

26.000. 000 Not originating comm, loans 

13.000. 000 Not originating comm, loans 

13.000. 000 Not originating comm, loans 

24.000. 000 Didn't fit our loan criteria 

19.980.000 Didn't fit our loan criteria 

Didn't get far enough to determine details 


2. Loans declined by Investment Committee: 

Loan Amount 

Project Requested 

Legend Point-Clear Lake $ 7,875,000 

3. Loans declined after Board approval: 

Loan Amount 

Project Requested 

None 


Reason for Rejection 
Lack of real equity. 


Reason for Rejection 


RUS/73Keep 
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Office of Thrift Supervision 
Department of the Treasury 

I700U Street, N.W., WMhmffan, DC 20552 • <202)906-6280 


M Dowry Wok 
Dtrtttor 


December 14, 1989 


Directors of Thrift Institutions 
Dear Director: 

As a member of a thrift institution board of Directors, 
you face today a greater challenge and responsibility for 
oversight of your institution than ever before. The Office 
of Thrift Supervision urges, and indeed the public expects, 
you to fulfill your duties as a thrift director to the best 
of your ability. 

To assist you in this endeavor, OTS has prepared these 
Director Information Guidelines. The booklet contains 
information you should know about your institution's 
financial reports, assets, liabilities, and other key 
financial factors. This is part of our strategy — one of 
several priority strategies born out of the Pinancial 
Institutions Reform, Recovery, and Enforcement Act of 1989 
(PIRREA) — to foster and facilitate improvements in the 
thrift industry through education and standard setting. 

One of the focal points of this strategy is the management 
oversight role of directors. 


Directors who are knowledgeable rather than 
under-informed regarding the operations of their individual 
thrifts obviously can contribute to smarter decision-making 
by their manageswnts, a factor which, when multiplied many 
tioMS over, will help the industry become safer and sounder. 
A cooperative program, such as that represented by these 
Guidelines, will further your education as a director and 
help us achieve our mutual goal. 



enclosure 



Director 

Information 

Guidelines 


Compliance Division 

Office of Thrift Supervision 
U.S. Department of the Treasury 
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Introduction 


Introduction 


The increasing complexity of the thrift industry requires that 
directors take an active role in evaluating, directing, and monitor' 
ing the business risks of the institution. In order for directors to 
make informed decisions, they must be provided with accurate, 
timely information relating to the institution’s performance, man- 
agement of its resources, and compliance with regulatory require- 
ments. The importance of board report information in overseeing 
the safety and soundness of an institution is underscored by recent 
studies of bank failures conducted by the General Accounting 
Office and the Comptroller of the Currency. These studies found 
that a major cause of bank failures was uninformed or inattentive 
boards of directors. 

This publication addresses the information needs of boards of 
directors. Its purpose is to provide the directors and management, 
particularly of small and medium-size institutions, with guidelines 
for evaluating the content and quality of information received in 
monthly board meetings. The guidelines are intended to provoke 
an informed discussion of the board’s information needs and serve 
as a reference point for directors to measure the information cur- 
rendy provided to them in board report packages. Directors can 
use the guidelines to identify areas where reports can be improved 
to expedite board review and assist decision making. For example, 
changes may consist of summarizing data, adding information, 
changing report formats or deleting unnecessary detail. Due to the 
limited time directors can spend in reviewing data, the organiza- 
tion and quality of information presented in board report packages 
is vital to making informed decisions. 

It is important for the board to ensure drat die institution’s man- 
agement information and data processing system are adequate to 
provide die type and quantity of data necessary to assess ami moni- 
tor die institution’s performance. The capabilities of these systems 
can also contribute to the efficiency of the institution’s operations, 
add value to products and services, and maintain a competitive 
edge over ocher institutions. 

Upon receipt of these guidelines, and on a periodic basis, institu- 
tions are encouraged to review die information contained in their 
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board report packages. Report formats and content should be care- 
fully reviewed to ensure information is provided in a concise and 
complete manner. Care should be taken to present only relevant 
information and to assure that reports do not burden directors 
with unnecessary detail. The volume of detail in board reports can 
prevent directors from recognizing potential risks which are more 
visible in summarized information. 

Report Information Guidelines 

The guidelines consist of 34 suggested reports grouped into six 
general categories: Financial Reports; Asset Quality; Asset/ 
Liability Management; Internal Reports; External Reports; and 
Other Items. Each report consists of a description of essential 
information that should be provided to the board, examples of 
warning signs directors should be watchful for, and a brief state- 
ment outlining die rationale for the report. The brief list of warn- 
ing signs provided in each report is not all inclusive and other 
warning signs should be considered. In some reports, references are 
made to asset listings over “$X” amount. This was done to suggest 
that each board establish dollar amount limits for these listings to 
avoid excessively detailed reporting. 

The Financial Reports section consists of basic accounting reports 
for any financial institution. The categories of Asset Quality and 
Asset/Liability Management focus on the major risk areas for an 
institution: credit risk and interest rate risk. The Internal Reports 
are designed to ensure that the directorate is receiving unbiased 
information from within the institution from sources that report 
directly to the board. The External Reports section provides 
another independent mechanism for obtaining information about 
the institution’s performance. The last section, Other Items, 
reflects information of importance to the board that does not fit 
into one of the other categories. 

The guidelines are designed to provide a system of checks and bal- 
ances among three independent sources of information flowing to 
the board: management reports, internal reports (e.g., internal 
audit) and external reports. As a general rule, directors should be 
attentive to significant inconsistencies in data provided by any of 
these sources. 
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In addition to the data provided in the board report package, there 
are several other factors that contribute to sound decisions by the 
board of directors. These include advance distribution of the board 
package and the meeting agenda, careful review of the minutes of 
the prior meeting, special presentations by board and ad hoc com' 
mittees to the full board on issues requiring board attention, and 
scheduling an annual calendar of board reviews of the institution’s 
policies and procedures. 

Un of Board Committees 

It can be difficult for an individual director or the entire board to 
deal with the increasing volume and complexity of information 
presented in board report packages. Since special expertise may be 
required to understand and interpret the data, board committees 
can assist in this area. Committees are particularly helpful in 
assisting the board in addressing complex issues requiring in'depth 
analysis or technical expertise which not all board members may 
have. 

In establishing committees, care must be taken in selecting mem- 
ben. The committee(s) should not only be composed of directors 
with an expertise in a particular area, but should also include out' 
side independent directors. If the majority on the committee(s) 
consists of inside directors/management, information reaching the 
board may be filtered in order to present management in the most 
favorable light. 

Some common committees are Executive, Loan, Audit, Invest' 
ment, Asset/Liability, and Compensation/Personnel. Ad hoc com- 
mittees may also be established to deal with significant or one- 
time issues. All committees should report to the board on a regular 
basis. Some areas where committees may be useful are noted in the 
Frequency of Reports Table. 

Frequency of Board Review 

It is the responsibility of each board to establish a schedule for 
reviewing die various topics contained in die guidelines. A sug- 
gested minimum schedule is provided in the Frequency of Reports 
Table. 
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It is important drat thife minutes of each board and committee 
meeting be adequately documented, and reflect the board’s review 
of pertinent documentation and deliberations in arriving at any 
decision. 
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Sug. 

Min. 

Frea. 1 


Frequency of Reports Table 

Possible 

Committee 

Report 


I. Financial Reports 

Q Key Financial Ratios 

M Comparative Balance Sheet 

and Off-Balance Sheet Items 
M Comparative Income and Expense Statement 

* Capital Adequacy 

II. Asset Quality 

Q Asset Classification 

M Schedule of Real Estate Owned 

M Delinquent Loan Report 

Q Modified/Restructured Loans Yes 

Q Concentration of Credit Yes 

Q High Risk Assets/Commitments Yes 

M New Loan Summary 

Q Subsidiary Financial Reports 

Q Insider Transactions 

M Status of Major Loans/Investments 

III. Asset/Liability Management 

M Investments - Portfolio Analysis 

Q Exposure to Changes in Interest Rates 

M Summary of Hedging Activity Yes 

SA Statement of Cash Flow/ Liquidity Risk Yes 

Q Savings/Core Deposit Analysis Yes 


1 Suggested Minimum Frequency 

M - Monthly, Q - Quarterly, SA - Semi-annually, A-Annually, 
* - As needed 


Possible Committee Report - Information reviewed by committee, 
with summary report to full board. 
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Frequency of Reports Table 
(Continued) 


Sug. 


Possible 

Min. 


Committee 

Frea. 1 

IV. Internal Reports 

Report 

Q 

Internal Audit Reports 

Yes 

Q 

Internal Loan Review 


A 

Regulatory Requirements — Safety 



and Soundness 


A 

Regulatory Requirements — Compliance 


* 

Major Deficiency Follow-up 

Yes 


V. External Reports 


A 

External Audit and Management Letter 

Yes 

* 

Examination Reports and Supervisory 



Correspondence 



VI. Other Items 


* 

Minutes of Last Meeting and 



Committee Reports 


* 

Significant Correspondence 


* 

Report of Counsel 


* 

New Business Activities 


A 

Management Evaluation/Personnel 



Reports 

Yes 

SA 

Economic Analysis 


M 

Product Pricing 

Yes 

SA 

Marketing 

Yes 


1 Suggested Minimum Frequency 

M - Monthly, Q - Quarterly, SA - Semi-annually, A - Annually, 
* - As needed 

Possible Committee Report - Information reviewed by committee, 
with summary report to full board. 
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Financial Reports 


Key Financial Ratio* 


Description: 

Key financial ratios reflecting earnings, capital adequacy, asset 
quality, interest rate risk, and growth for most recent quarter, 
previous quarter, and prior year quarter. At least annually, die 
board should review peer group data and an analysis explain' 
ing significant variations (favorable and unfavorable) between 
the institution and the peer group. 


Warning Signs: 

9 Ratios indicating unfavorable trends in the institution’s 
performance (e.g. earnings deterioration, declining capital, 
declining asset quality, or increasing interest rate risk). 

* Unfavorable variations from peer group and/or recognized 
industry standards. 


Rationale: 

The goal of each director should be to maximize earnings and 
capital while minimizing credit and interest rate risk. Key 
financial ratios that measure earnings, capital, asset quality 
and interest rate risk will assist directors in assessing the finan' 
cial performance of the institution (i.e., determining risk' 
adjusted earnings and capital) and in identifying potential 
problem areas in need of closer attention. 

A periodic analysis of peer group data permits the board to 
place the institution’s performance in perspective and focus 
on how the institution’s earnings, capital, and risk profile 
compare with its competitors. 

The following page contains a suggested format for ratio pres- 
entation. 
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Financial Reports 


Key Financial Ratios 

m m m ii) 


Total Assets 
% Increase (Annualized) 


Earning Assets/TA 

Earning Assets/Costing Liabilities 


Earnings 
Int. Income/AA 

jQL fapffltt/AA 
Net Int. Margin/AA 


Operating Expense/AA 
Net Operating Income/ AA 
Net Income/AA (ROA) 

Net Income/Equity (ROE) 

Avg. Yield On Int. Earning Assets 
Avg. Cost of Int. Bearing ninds 

Capital Adequacy 
GAAP Capital/TA 
Tangible Capical/Adjusted TA 
Core Capital/ Adjusted TA 
Total Capital/Risk* Weighted Assets 
Market Value of Portfolio Equity/TA 
Market Value of Outstanding Stock# 

Asset Quality 
Delinquent Loans/TA 
Real Estate Owned/TA 
Modified Loans/TA 
Classified Assets/TA 
General Reserves/TA 
High Risk Assets*/TA 


Interest Rate Risk 
Gap Information 
- 1 year adjusted/TA 
' 3 year adjusted/TA 


TA * Total Assets; AA * Average Assets 

# Publicly traded companies only 

* Those assets with risk weightings of 100% or higher pursuant to risk 
based capital requirements 

( 1 ) Most Recent Quarter, (2) Previous Quarter; (3) Last Year, Quarter 
Ended; (4) Peer Group Annual (peer group data to the extent available) 
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Financial Reports 


Comparative Balance Sheet 
And Off-Balance Sheet Items 


Description: 

Asset, liability and capital accounts for the most recent 
month, compared to die prior month, prior year, and a col' 
umn showing percent change from last month and last year. 
Any material off-balance sheet items should be classified by 
type and footnoted in the report. 

Periodically, the actual results should be compared to earlier 
projections made in connection with die business plan. Sig- 
nificant variations from the business plan should be 
explained. 


Warning Signs: 

• Significant variances from prior periods or from budget. 

• Rapidly growing or shrinking balances. 

• Variations from the business plan. 


Rationale: 

Reviewing and monitoring comparative monthly balance 
sheets is essential for directors and management to assess the 
financial condition and direction of die institution. The 
progress of die institution in meeting its business plan should 
be monitored and adverse trends addressed. 

Rapid increases or decreases in account balances may indicate 
that die institution is varying from past business practices. 
The board should understand the underlying reasons for the 
change, and then assess whether the change is in keeping 
with the institution’s business plan. 

Off-balance sheet items (e.g., commitments, loans sold with 
recourse, letters of credit, synthetic hedging transactions, etc.) 
can have a significant impact on the institution and are some- 
times overlooked. 
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Financial Reports 


Comparative Income And Expense Statement 


Description: 

Significant categories of income and expense for most 
recent month and fiscal year-to-date, compared with prior 
month and prior fiscal year-to-date. At least quarterly, 
actual results should be compared to the budget, with sig- 
nificant variations explained. 


Warning Signs: 

* Significant unfavorable variances from prior periods or 
budget. 

* Rapidly increasing or declining earnings. 

* Excessive reliance on non-operating income to overcome 
poor operating results. 


Rationale: 

Comparative monthly income statements are needed to judge 
the institution’s performance. Directors need to understand 
the reasons underlying earning trends, both favorable and 
unfavorable. Such data indicates the financial results of exist- 
ing policies and may point die way to new decisions and strat- 
egies. 

Directors should consider the institution’s earnings together 
with die level of risk taken by the institution to achieve those 
earnings (e.g., directors of institutions with little credit risk or 
interest rate risk can be satisfied with lower levels of earn- 
ings). Directors should be sensitive to business decisions driv- 
en by accounting conventions that inflate current earnings at 
the expense of long-term profitability (e.g., sale of assets at a 
profit, aggressive valuation of loan servicing rights, sale/ 
leaseback, branch sales, etc.). 
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Financial Reports 


Capital Adequacy 


Description u 

A report of the institution's performance in meeting ( 1 ) its 
regulatory capital requirement and (2) its own internally 
imposed capital requirement, if any. The report should identi' 
fy the amount of the capital deficiency, the causes, and plans 
to rectify the deficiency. If the institution fails to meet its reg- 
ulatory capital requirement, a capital plan should be submit- 
ted to the appropriate district office of the Office of Thrift 
Supervision. 


Warning Signs: 

• Declining capital position approaching the institution’s 
minimum regulatory capital requirement. 

* Failure of management to submit and execute a plan for 
correction of the internally imposed capital requirement 
deficiency. 


Rationale: 

An institution’s level of capital is the most widely used indica- 
tor of its financial health. Failure to meet regulatory capital 
requirements subjects the institution to severe regulatory con- 
sequences. 

An institution’s capital position should never be considered 
in isolation. Other factors to be considered are asset quality, 
interest rate risk, earnings and growth. 
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Asset Quality 


Asset Classification 


Description: 

An aggregate report of all assets internally classified Special 
Mention, Substandard, Doubtful, and Loss, broken down by 
asset type (e.g., 1-4 family mortgage loans, consumer loans, 
etc.). The report should also show the amount of valuation 
allowances (specific and general) allocated to die various clas- 
sified assets. A quarterly review is required in connection with 
die Office of Thrift Supervision Thrift Financial Reporting 
System. The classifications should be prepared by an individ- 
ual/group that is independent of the lending function to 
ensure objectivity. 

In addition, a separate itemized listing of Special Mention and 
Substandard assets over $X amount and Doubtful and Loss 
assets for a smaller amount should be included. The itemized 
listing should include die carrying value of the asset, the fair 
market value or net realizable value, and any valuation allow- 
ance established against the asset. 


Warning Signs: 

* Large increases in classification amounts. 

* Significant variations between management’s classifica- 
tions and those performed by examiners or independent 
auditors. 

* Loans which become delinquent or are foreclosed without 
prior classification (classification should be an early warn- 
ing sign). 

* Increases in classified assets without corresponding 
increases in valuation allowances. 


Rationale: 

Asset classification is one of the tools used to assess asset qual- 
ity, die adequacy of allowances, and portfolio risk. Each insti- 
tution is required by regulation to classify its own assets on a 
regular basis and to establish appropriate valuation allowanc- 
es. The volume and severity of classifications serve as a 
barometer for assessing the financial condition of an institu- 
tion and reflects the institution’s capabilities to formulate and 
implement sound operating policies and procedures. 
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Asset Quality 


Schedule Of Real Estate Owned 


Description: 

Report showing total of all real estate acquired in lieu of pay' 
ment of debt by the borrower. All properties on the books 
over $X amount should be listed with the following informa- 
tion: date acquired, name and location of parcel, name of the 
associated borrower, carrying value, fair market value (if dif- 
ferent than carrying value) and date of determination, inter- 
nal classification (if any), income or loss generated by the 
property, and a comparison of efforts to dispose of the proper- 
ty with management’s marketing or disposal plan. 


Warning Signs: 

• Rapidly increasing totals of Real Estate Owned (REO) 
may be indicative of poor underwriting and/or faltering 
local economy. 

• REO resulting from a loan that was not previously classi- 
fied. 

* REO not classified. 

• REO not being carried at Fair Market Value (deviation 
from GAAP) as of date of acquisition. ' 

* Long bolding periods (generally indicates that property is 
not worth what it is being carried at and/or that it is not 
being marketed effectively). 

* When sold, sales price below carrying value suggests a 
faulty appraisal or poor sale. 


Rationale: 

Real Estate Owned is usually the consequence of defaults on 
loans, and a limited amount of REO is generally regarded as 
an unavoidable result of normal business operations. Increases 
in an institution’s REO and repossessed assets should be 
regarded as a red flag indicating that economic conditions are 
changing, loan underwriting standards are not being followed 
or loan administration procedures are deficient. 
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Assmt Quality 


DeHnqumtLoani 


Description i: 

Report showing total of all loans delinquent over 60 and 90 
days (with no double counting), broken down by loan type 
(e.g., 1-4 family permanent, construction, etc.). Detail of all 
delinquent loans over )X amount or which are more than 120 
days past due, showing: loon *, name of borrower, amount of 
loan, months delinquent, market value of collateral (if any) 
and date of determination, most recent contact with borrower 
and outcome, status of foreclosure efforts (for secured loans 
only), management’s estimate of collectibility and collection 
dates. 

Separately, the board should be provided with a list of all 
loans 30 or more days delinquent that were originated within 
the last year. 


Warning Signs: 

• Increasing levels of delinquency (indicative of poor under- 
writing and/or poor collection efforts and/or faltering local 
economy). 

• Movements from shorter- term category to longer-term 
(e.g., 60 days to 90+ days). 

• Delinquent loans that are not internally classified. 

• Unrealistic assessment of collectibility by management. 

• Delinquent loans originated within the last year. 


Rationale : 

Close attention to the volume and outcome of delinquent 
loans can indicate poor credit practices, poorly followed loan 
policies and procedures, poor collection practices, or a weak- 
ening of the local economy. 
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Asset Quality 


Modified/Restructured Loans 


Description: 

Report showing the total of all loans modified or restructured 
during the most recent quarter and die total of all modified 
loans in die portfolio. Detail of all loans modified during die 
most recent quarter over $X amount, or which have been 
modified or restructured more than once. The detail should 
provide the loan *, amount, borrower, old terms (rate, amorti- 
ration schedule, collateral), history of compliance with old 
terms, new terms, and management’s reason for modifying the 
loan versus other alternatives. 


Warning Signs: 

• Modifying or restructuring borrowers’ debts to avoid 
reporting a delinquency. 

* Advancing new funds to struggling borrowers. 

* Modified or restructured loans of troubled borrowers that 
are not reported as substandard assets. 

• Making new loans to delinquent borrowers or their affiliates. 


Rationale: 

Modified loans are not reflected in either of die standard 
measures of problem assets (i.e., delinquencies or real estate 
owned). As a result, some institutions have modified or other- 
wise restructured loans to marginal borrowers rather than fore- 
close or report delinquencies. In the short run, this makes the 
institution appear stronger. However, in die long run it weak- 
ens the institution. In many instances, the institution’s expo- 
sure is increased because more money is advanced to a strug- 
gling borrower. Meanwhile, management and the board may 
believe that the institution is stronger than it really is because 
die true level of problem assets is understated. The lack of ear- 
ly action to cut die losses allows the problem to fester and fur- 
ther weaken die institution. 

There can be legitimate reasons for working with troubled 
borrowers. Directors should distinguish between modifications 
that are in the institution’s best interest and thc#e which post- 
pone recognition of a problem. 
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Asset Quality 


Concentration Of Credit 


Description ; 

Report(s) showing concentrations of credit to one borrower, 
within one industry, in one geographic region, and in one 
loan type. 


Warning Signs: 

• Increasing exposure to one borrower. 

• Violation of regulatory restrictions on loans to one 
borrower. 

• Increasing concentration to one industry (e.g., energy- 
related loans). 

• Increasing concentration in one geographic region. 

• Increasing concentration in one loan type (e.g., land 
loans). 


Rationale: 

Diversification is a time-honored tenet of safe and sound lend- 
ing practices. Directors should be alert to situations that may 
threaten the institution’s capital due to problems experienced 
by one borrower, industry, or geographic region. 

Special consideration is warranted for loans secured by exist- 
ing borrower-occupied homes in the institution’s local lending 
area because the industry’s mandate is to foster home owner- 
ship in the local community. 
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Asset Quality 


High Risk Assets/Commitments 


Description i: 

Report showing a total of all assets with risk weightings of 
100% or above and commitments to obtain such assets as of 
the most recent month -end, compared to the budget, prior 
month, and prior year. The report should include a column 
showing percent change from last month and last year. 


Warning Sign: 

• Rapid increase in the institution’s exposure to high risk 
assets, particularly if the institution has not planned the 
activity. 


Rationale: 

High risk assets are defined as those which are assigned a 
100% or higher risk weighting in the risk based capital regula- 
tion. The regulation was designed to distinguish the relative 
risk of thrift assets with high risk assets receiving risk weight- 
ings of 100% or higher. 

Rapid growth in high risk assets is not unsafe and unsound in 
and of itself. However, it is unsafe and unsound when it is not 
accompanied by the necessary planning to minimize the risk 
inherent in the activities (i.e., written policies and proce- 
dures, competent management, proper staffing, effective inter- 
nal review, oversight reports). 
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Asset Quality 


New Loan Summary 


Description: 

Summary of new loans generated in die most recent period, 
broken down by loan type, number of loans, and total dollar 
volume. The report should also provide a comparison with 
prior periods. All loans over $X amount should be reviewed 
individually. 


Warning Signs: 

• Deviations from the business plan. 

• Rapid entry into new types of lending without adequate 
planning. 

* Long-term loans that increase the institution’s interest 
rare risk. 

* Loans drat carry a high credit risk weighting (see also 
High Risk Assets/Commitment report). 


Rationale: 

The number and volume of new, good quality loans is a meas- 
ure of the institution’s performance. Directors should under- 
stand the causes of fluctuating loan volume and shifts in the 
portfolio. Generally, an institution’s loan volume will ebb and 
flow with the economic conditions of the communities it 
serves. 
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Asset Quality 


Subsidiary Financial Reports 


Description: 

Directors periodically should obtain Balance Sheet, Income 
Statement, and Statement of Cash Flows for each subsidiary. 
In addition, all major transactions between the institution 
and its subsidiaries should be evaluated periodically to deter' 
mine their impact on the institution. 


Warning Signs: 

* Any financial weakness in the subsidiaries (e.g., operating 
losses, declining capital, asset quality problems, difficulty 
in meeting obligations, ere.). 

* Intercompany transactions that are not conducted at arms 
length. 

* Late financial information, especially from joint ventures. 


Rationale: 

In some instances, service corporations may engage in activi- 
ties that cannot be legally undertaken by die parent and 
involve higher levels of risk. Subsidiaries are sometimes held 
to less rigorous audit, examination and record-keeping stan- 
dards, opening the door to potential abuse by unscrupulous 
employees. As a result, die board should ensure that the sub- 
sidiaries’ activities are closely scrutinized to guard against any 
negative financial impact on the parent, and to avoid poten- 
tial abuse. 

Directors should be alert to instances where the subsidiary is 
not treated as a separate company, but rather a division of the 
parent (the parent could potentially be held accountable for 
the obligations of the subsidiary). 
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Asset Quality 


Insider Transactions 


Description: 

Report showing compliance with die institution’s code of eth- 
ics. If the institution has not yet adopted a formal code of eth- 
ics, die report should show: (1) all transactions (e.g., loans, 
purchase or sale of property, service contracts, etc.) between 
die institution or its subsidiaries and affiliated persons, (2) 
whether the affiliated person obtained a deal that was more 
favorable to him/her than those available to die general pub- 
lic, (3) whether the transaction creates an actual conflict of 
interest or the appearance of a conflict of interest, (4) wheth- 
er the board of directors was fully informed of the transaction 
and approved it (with the interested party abstaining) after 
full discussion, and (5) whether the institution complied with 
all applicable laws or regulations governing the transaction, 
including any required prior written regulatory approval. 


Warning Signs: 

• Transactions with insiders that are not conducted at arm’s 
length. 

• Noncompliance with the institution’s ethics policy. 

• Lack of disclosure to board of directors. 

• Regulatory violations. 


Rationale: 

Directors should not use their position to profit personally at 
the expense of the institution. A director should not solicit or 
accept preferential treatment from the institution or its affili- 
ates and should consistendy seek to avoid any transaction 
which would give the appearance of preferential treatment or 
usurpation of corporate opportunity. Bach institution is 
encouraged to adopt a code of ethics. 

Actual or perceived abuse by insiders undermines their ability 
to lead an institution and fosters cynicism and disrespect by 
subordinates. Eventually, public confidence in the institution 
is eroded as well. A study of 26 cosdy thrift failures conducted 
by the General Accounting Office in 1989 concluded that 
indications of fraud and insider abuse were evident at all the 
failed thrifts. 
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Asset Quality 


Status Of Major Loans/Investments 

Description t: 

Status report on all major loans, joint ventures, or other 
investments reflecting a major commitment of the institu- 
tion’s resources. 


Warning Signs: 

* Deviations from prior projections. 

* Lack of progress in major developments. 

* Requests for additional financing. 

* Absence of a firm schedule for completion. 


Rationale: 

Directors should be informed on a periodic basis of the status 
of projects involving a major commitment of the institution’s 
resources. Whenever the institution commits a large percent- 
age of its assets, the board should devise a follow-up mecha- 
nism to provide ongoing status information. 

In some instances, institutions have financed land develop- 
ment projects where the borrower (developer) had little or no 
equity in the project. In those instances, the institution effec- 
tively became an equity participant in die project — with near- 
ly all the risk of failure. Institutions need to recognize the risk 
inherent in these transactions and develop appropriate con- 
trols to reduce the risk. 
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Assst/LmbMy Ma nagement 


Investments — Portfolio Analysis 

Description: 

A breakdown of the investment portfolio, by type of invest' 
ment (e.g., Treasuries, US Agencies, Municipals, Mortgage 
Derivatives, Corporates, etc.) and maturity, for the two most 
recent periods. The report should also show: book value, mar' 
ket value, portfolio activity during the most recent month 
(including gains or losses on sale), yield to maturity, and rat' 
inf. If the institution has authorized a trading account, a sep- 
arate report should be submitted to the board which describes 
the activity in the account. 


Signs: 

• Substantial declines in market value. 

* Increasing purchases and sales of securities, possibly indic- 
ative of unauthorized trading. 

• Significant shift in composition of the portfolio toward 
investments carrying higher credit risk and away from low- 
er risk investments. 

* Significant shift toward longer term securities and increas- 
ing interest rate risk. 

* Increasing investment in complex new products that 
require highly sophisticated and specialized management 
(e.g., mortgage derivative securities). 

• Increasing investments in thinly traded securities. 


Rationale :: 

Large levels of credit and/or interest rate risk may exist in the 
investment portfolio. Any decision to substantially increase 
credit risk or interest rate risk should be a product of informed 
decisions at the board level, after discussion of the potential 
down side. 
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Asset/Liability Management 


Exposure To Changes In Interest Rates 

Description: 

Current exposure of an institution’s net interest income and 
market value of portfolio equity to hypothetical changes in 
interest rates up or down 100, 200, 300, and 400 basis points. 
Reconciliation of most recent projections with actual results. 
(See Office of Thrift Supervision Thrift Bulletin #13: Respon- 
sibilities of the Board of Directors and Management with 
Regard to Interest Rate Risk.) 

Warning Signs: 

* Potential for decline in the institution’s net interest mar- 
gin or market value of portfolio equity if interest rates 
fluctuate beyond established limits. 

* Past exposure projections which are substantially different 
from actual operating results. 


Rationale: 

Most institutions are exposed to Interest Rate Risk (IRR) 
because they borrow short (usually deposits) and lend long 
(usually mortgages). The board must be aware of the sensitivi- 
ty of die institution’s earnings and net asset value to interest 
rate changes. The objective of IRR management is to main- 
tain an institution’s earnings and net worth within self- 
imposed parameters over a range of possible interest rate envi- 
ronments. 

Accurate measurement of IRR is difficult because it requires 
reliable information on all cash flows of the institution. Since 
much of the information is unknown, many assumptions are 
incorporated into the analysis (e.g., mortgage prepayments). 
Since these assumptions have a large impact on the result, it 
is critical that the board become familiar with the major 
assumptions underlying the IRR analysis. All board members 
should carefully read and discuss Thrift Bulletin #13. 
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Asset/Liability Management 


Summary Of Hedging Activity 


Description: 

Summary of all attempts by the institution to hedge interest 
rate risk through the use of financial instruments (e.g., futures, 
options, swaps, mortgage derivatives, etc.), and of the perfor- 
mance of the hedges. The report should show (1) hedge posi- 
tions established or offset during the month and the realized 
gains or losses on these positions; (2) open hedge positions 
and unrealized gains or losses on these positions, (3) the assets 
and/or liabilities being hedged and the changes in the market 
values of those assets and/or liabilities, and (4) transaction 
co6ts associated with the hedging activity. 


Warning Signs: 

* Deviations from die institution’s hedging policies and pro- 
cedures. 

* Large losses in hedging activities without corresponding 
gains in assets/liabilities being hedged. 

* Failure by management to identify precise assets or liabili- 
ties being hedged, suggesting that management is speculat- 
ing rather than hedging. 

* Excessive transaction costs in relation to the benefits 
derived from the hedge. 

* Many buys and sells with little change in the net position. 


Rationale: 

Hedging interest rate risk is a very complex activity with sig- 
nificant financial rides. Unsafe hedging practices can quickly 
deplete an institution’s capital. Monitoring hedging transac- 
tions is necessary to ensure that employees do not speculate or 
engage in unauthorized transactions. 

Given the highly technical nature of hedging, institutions 
often turn to the advice of consultants and brokers. The inter- 
ests of these outsiders may not always coincide with the inter- 
ests of the institution. As a result, die institution should always 
reserve final decision- making authority to itself and exercise 
healthy skepticism of all trades recommended by outsiders. 
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Asset/Uabitity Management 


Statement Off Cash Flow/Liquidity Risk 


Description: 

Sources and uses of cash summarized for most recent quarter, 
prior quarter, and forecasts for next 6 months. 


Wamirtg Sjpu: 

* Increased reliance on volatile funding sources (wholesale 
deposits) or nontraditional funding sources (asset sales) to 
meet funding obligations. 

* Significant variations in cash flows from period to period. 

* Inability to meet obligations as drey come due. 

* Funds invested in areas new to the institution or in high 
risk assets. 

* Failure to meet regulatory liquidity requirement. 


Rationale: 

Liquidity problems occur when an institution is unable to 
meet its obligations as they become due. A review of an insti- 
tution’s past and projected cash flow will identify costly 
sources and improper uses of funds and will highlight poten- 
tial funding problems. 

Liquidity problems generally become apparent when die insti- 
tution begins to rely more heavily on wholesale deposits and 
other short-term borrowings to meet its cash needs. A 1989 
study of bank failures by the General Accounting Office con- 
cluded that an overreliance on volatile funding sources was 
present in 32% of the banks studied. 


19 




602 


Asst/UabUky Management 


Savings/Cor* Deposit Analysis 


Description: 

Breakdown of savings deposits by type as of the most recent 
quarter, prior quarter, and last year. If the board desires, 
deposits can also be further broken down by region and/or 
branch office. 


Warning Signs: 

• Shift from retail (core) deposits to wholesale deposits (e.g., 
brokered deposits). 

• Shifts in balances among types of accounts. 

* Shift from longer- to shorter-term deposits. 

* Large inflows or outflows at branch offices. 


Rationale: 

Deposits are the primary source of funds for thrift institutions. 
Core deposits are an institution’s most stable source of funds 
and constitute the largest component of the thrift’s franchise 
value. Deterioration of an institution’s core deposits can serve 
as an early warning sign of future funding and/or earnings 
problems. It may mean that the institution is providing inferi- 
or service to its depositors or not pricing its deposit products 
properly. The causes of these shifts should be analyzed and 
appropriate action taken. 
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Internal Reports 


Internal Audit Reports 


Description: 

Report from internal auditors indicating die extent of die 
institution’s compliance with and effectiveness of existing pol- 
icies and procedures, the reliability of the information pro- 
duced within the institution, compliance with and adequacy 
of existing internal controls, and die extent to which the 
institution’s assets are protected against loss. Periodically, die 
internal auditors should indicate the progress made in com- 
pleting the audit schedule. 


W’amirtg Sfgns: 

* Negative findings by internal auditors, particularly find- 
ings which persist over time. 

* Findings that are substantially different from those of 
external auditors or examiners. 

* Failure of management to submit a plan for the correction 
of deficiencies cited 


Rationale s 

Outside directors have a limited amount of time to devote to 
oversight of the institution. It is essential that they receive 
unbiased information about the institution’s performance. It is 
unrealistic to expect management, whose charge it is to exe- 
cute the policies and procedures adopted by the board, to 
report its own deficiencies in a straightforward manner. The 
internal audit should provide the mechanism by which die 
board receives unbiased information about the institution’s 
operation. The internal auditor should report direcdy to the 
board, or a committee thereof, to ensure his/her impartiality. 

Small institutions may not be able to justify the cost of an 
internal audit function. In these cases, institutions should 
make other arrangements to ensure that die function is car- 
ried out. One way to accomplish this is to hire independent 
auditors. Another alternative would be to have existing 
employees periodically review the work of other departments. 
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Internal Reports 


Internal Loan Review 


Description: 

An independent report, generated either internally or exter- 
nally on a contract basis, showing the extent of management’s 
adherence to board established lending policies and under- 
writing standards. The report should be based on a review of a 
sample of all type of loans originated or purchased during the 
period and all loans in excess of $X amount. The review 
should be prepared by an individual/group that is independent 
of the lending function to ensure objectivity. 


Warning Signs: 

* Significant deviations from board established policies and / 
or underwriting standards. 

* Significant deviations between reports of internal loan 
review personnel and examiners. 

* Purchase of loans which do not conform to the institu- 
tion’s own underwriting standards. 


Rationale: 

An independent loan review function serves as an early warn- 
ing system for poor loan administration and problem loans. It 
assesses the adequacy of and adherence to internal loan poli- 
cies and procedures, identifies potential problem loans, and 
provides management and directors with an objective assess- 
ment of the overall quality of die loan portfolio. 

A 1988 Comptroller of the Currency study of failed banks 
found that 81% of the banks analyzed had nonexistent or 
poody followed loan policies. A separate study of bank failures 
by the General Accounting Office (GAO) in 1989 supported 
this conclusion. The GAO study concluded that inadequate 
or imprudent loan policies and procedures contributed to die 
failure of 79% of the banks studied. 
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Internal Reports 


Regulatory Requirements— 
Safety And Soundness 


Description: 

Periodic review of, and follow-up on policies and procedures 
adopted by the board drat ate designed to promote die safe 
and sound operation of the institution and to comply with 
related regulatory requirements. These reviews can be 
assigned to die internal audit function, a compliance officer, 
or a designated person. 

Warning Signs: 

• Policies or procedures that are not being followed. 

• Poorly designed policies or procedures that are not work- 
ing properly. 

* Losses to the institution arising from poor underwriting of 
assets or poor management of interest rate risk. 

• Entry into new lending/investment areas without the ben- 
efit of formal policies. 

* Transactions with officers or directors outside of estab- 
lished ethics policy. 

* Regulatory deficiencies cited in examination reports. 


Rationale: 

Each insured institution is required to operate in a safe and 
sound manner and comply with all applicable laws and regula- 
tions. An important ingredient in maintaining a safe and 
sound operation is the adoption of policies and procedures by 
the board of directors in all significant areas of die institu- 
tion’s operations. 

The following list is a compilation of specific areas which the 
Office of Thrift Supervision has addressed through regulation 
or memorandum. It is not a comprehensive list of all policies 
and procedures that thrift institutions should maintain. Insti- 
tutions may consult the Office of Thrift Supervision Regula- 
tory Handbook series for additional guidance. 
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Internal Reports 


Business Plan 

Loan Underwriting Policies and Procedures 
Appraisal Policy 

— Maximum Loan-to-Value for Real Estate Loans 

— Environmental Risk 

— Commercial Loans 
Asset Classification 
Interest Rate Risk 
Investments 

— Mortgage Derivative Products and Mortgage Swaps 

— Below-Investment'Grade Corporate Debt Securities. 
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Internal Reports 


Regulatory Requirements — Compliance 

Description: 

Periodic review of and follow-up on policies and procedures 
adopted by the board which are designed to ensure compli- 
ance with consumer protection and certain other “public 
interest” regulations. These reviews can be assigned to the 
internal audit function, a compliance officer, or a designated 
person. 

Information reported should include current trends and geo- 
graphic distributions of lending activities identified by the 
Home Mortgage Disclosure Act and the Office of Thrift 
Supervision Loan Application Register to enable the board to 
strengthen nondiscrimination and Community Reinvestment 
Act policies. Information should also include studies of credit 
needs of communities served. 


Warning Sgm: 

* Absence of written policies or procedures to assure staff 
training and compliance. 

* Policies or procedures that are not being followed. 

* Policies or procedures which, though followed, are not 
producing the desired compliance results. 

* Community protests or legal challenges. 

* A large volume of consumer complaints against the insti- 
tution. 

* Lack of knowledge on the part of senior management and 
die board concerning the geographic and demographic dis- 
tributions of loans, especially loans in minority and low- or 
moderate-income neighborhoods. 


Rationale 

Statutes and regulations covered by this heading range from 
the Fair Housing Act, Equal Credit Opportunity Act and 
Truth in Lending Act to the Bank Protection Act. All of 
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Internal Reports 


these laws and regulations impose certain obligations upon an 
institution’s operations in the interest of national public poli- 
cy. Compliance with these requirements is good business, 
from both a public relations and a financial standpoint. In 
many cases, violations of these laws expose institutions to 
severe government sanctions or cosdy private legal actions, or 
both. 


Formal policies on the following topics are required by the 
Office of Thrift Supervision regulations. It is not an exclusive 
list of compliance policies and procedures thrift institutions 
should maintain. 

* Bank Secrecy Act 

* Community Reinvestment Act 

* Nondiscriminatory Loan Underwriting Standards. 

The Office of Thrift Supervision’s Compliance: A Seif Assess- 
ment Guide encourages development of policies and proce- 
dures for all consumer and other compliance regulations. 
Additional information can be found in the Compliance Activ- 
ities Regulatory Handbook. Both publications have been distrib- 
uted to thrift institutions. Additional copies may be ordered 
from the Office of Thrift Supervision. 
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Internal Reports 


Major Deficiency Follow-up 


Description: 

A follow-up procedure to track management’s progress in cor- 
recting major weaknesses in the institution's operations. 
Reported information should include a description of the 
weakness, a schedule for its correction, assignment of respon- 
sibility to a particular individual within the institution, and a 
schedule for follow-up review by the board (or a committee 
thereof)- These dates would then be inserted into the agenda 
of the appropriate future board (or board committee) meeting. 


WanwigSjgns: 

* Any indication that the major deficiency is not being cor- 
rected. 

* Failure to adhere to correction schedule. 

* Any repeat criticism made by external auditors, examiners, 
or internal auditors. 


Rationale: 

Significant weaknesses in die institution’s operation may be 
uncovered and brought to die attention of die board. These 
weaknesses may surface through examination reports, external 
audit reports, internal audit reports, internal loan review 
reports, consumer complaints, and review of financial data. 
Directors should have a procedure in place to ensure that cor- 
rective action m taken to remedy weaknesses. 
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External Reports 


External Audit And Management Letter 

Description: 

Audit Report prepared by independent auditors and an 
accompanying management letter. 


Warning Signs: 

* A qualified or adverse opinion. 

* Significant adjustments to net income or capital. 

* Internal control deficiencies, particularly those which are 
not reported by the internal audit or these which are 
recurring. 

* Significant variances in time spent by auditors on the 
premises or in the audit expense incurred by the institU' 
tion. 

* Significant disagreements between management and die 
independent auditors. 

* Significant variances from reports of examination. 

* Failure of management to submit a plan for die correction 
of deficiencies cited. 

* Late audit reports (more than 90 days from fiscal year- 
end). 


Rationale :: 

Annual audits are required for all federally insured thrift 
institutions and their service corporations. Ideally, inde- 
pendent auditors provide an objective look at the perfor- 
mance of the institution. Directors should pay close atten- 
tion to factors that could impede the auditors’ indepen- 
dence or access to information. Audit reports are relied 
upon by the financial community to gauge the financial 
condition of the institution. Audit reports can identify 
unknown losses and deficiencies in internal controls and 
records. 
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Examination Rapofts And Supervisory 
Correspondence 


Dacriftmn 

Reports of examination, related supervisory action* genera te d 

by regul a tory agencies, and information footing the fewest*' 

tion’s compliance with supervisory requirements. 

Warning Signt: 

* The institution has a 3, 4, or 5 examination rating (on a 
scale of 1 thru 5, with 1 being the best and 5 being die 
wont), particularly if a better rating was received in the 
previous exam. 

* The institution is subject to formal enforcement action 
(e.g., supervisory agreement, cease and desist order, etc.). 

* Citation of significant violations of safe and sound operating 
practices or regulatory violations, particularly if recurring. 

* Significant disagreements between management and the 
examiners. 

* Protracted disputes with supervisory personnel (e.g., 
receipt of second supervisory letter). 

* Significant violations of the institution’s own operating 
policies and procedures. 

* Asset classifications which vary materially from die insti' 
nation's own internally generated classifications. 

* Failure of management to submit and follow a plan for the 
correction of deficiencies cited. 


Rationale: 

Examination reports and related correspondence identify the 
major concerns of regulators. The examination rating places 
the institution’s performance in perspective with recognized 
industry standards of performance, and reflects its compliance 
with laws and regulations and overall operating soundness. In 
general, any adverse comment which surprises the board is an 
indication that the institution’s internal systems are not func- 
tioning properly. 
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Other Items 


Minutes Of Last Meeting And 
Committee Reports 


Description: 

Minutes of die last meeting of the full board and committee 
reports of all committee meetings since the last meeting of the 
full board. 


Warning Signs: 

* Minutes that are incomplete, or late, or that do not accu- 
rately represent the substance of discussions, particularly 
dissenting opinions and votes. 

* Failure to use a p re-numbered minute book which discou- 
rages alteration of the minutes. 

* Inadequate documentation of committee meeting. 

* Failure to review and approve actions which are required 
by regulation. 


Rationale: 

Minutes are the official record of the board’s actions. The 
minutes should indicate the pertinent information that was 
reviewed, and disclose the deliberations of the board members 
in reaching a decision. The minutes should reflect that the 
board is reviewing operations, assessing the adequacy of exist- 
ing policies and procedures, and making revisions or modifica- 
tions when appropriate. 
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Other Items 


Significant Correspondence 


Description: 

Summary of all correspondence addressed to the board or 
management that: (1 ) will or could have a material impact on 
the institution’s operations or (2) has been sent by a formal 
regulatory body addressed to or intended for the board or (3) 
is otherwise worthy of the board’s attention. 


Warning Sign: 

• Delayed access to information that could have a material 
impact on the institution. 


Rationale: 

The board must maintain a close working relationship with 
management to ensure that it is fully informed as to the insti- 
tution's activities and has access to significant correspondence 
concerning operational or financial problems. 
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Other Items 


Report Of Counsel 


Description: 

A report from the institution’s legal counsel concerning all 
items within his/her scope of duty that could have a material 
impact on the institution (e.g. litigation, threatened litigation 
or criminal proceedings, environmental concerns connected 
with the institution’s loan portfolio, etc.) and the potential 
financial impact. 


Warning Signs: 

• Increasing levels of litigation, threats of litigation, or set- 
dements in lieu of litigation. 

* Litigation or settlements that impose heavy costs. 
Rationale: 

An institution’s counsel becomes involved in serious matters 
affecting the institution. Directors should receive summaries 
of all information developed by counsel that could have a 
material impact on the institution. 
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Other Items 


New Business Activities 


Description: 

Report of institution’* proposed new major activities and busi- 
ness lines. Follow-up status on those commenced within the 
recent past (i.e., comparison to prior projections and budget). 


Warning Sjgns: 

* Entry into a new activity/business venture without experi- 
enced management, policies and procedures, training, 
internal control, independent review system in place, or 
integration into die overall business plan/budget. 

* New activity/business venture which is not proceeding 
according to budget 

* Lack of adequate capital to support new activities. 


Rationale: 

Entry into new business activities without adequate planning, 
resources and oversight is a major cause of losses. 
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Other Items 


Management Evaluation/Personnel Reports 

Description: 

Periodic evaluation (at least annually) of management’s per- 
formance and salary adjustments. Reports on employee turn- 
over, salary adjustments, promotion, benefits adjustments, 
new hires, and compliance with nondi sen minatory hiring pol- 
icy (EEO). 


Warning Signs: 

• Unsatisfactory performance of management. 

• Adverse comments in examination reports. 

• Excessive turnover. 


Rationale: 

Capable management and personnel are the most important 
factors contributing to the success of an institution. The 
board’s most important responsibility is the selection and 
oversight of top management. The directorate may shy away 
from its responsibility to evaluate top management, particular- 
ly when personal ties have developed. However, without feed- 
back from the board, incompetent management may feel that 
its performance is satisfactory and competent management 
may wonder whether its performance is being appreciated. 
Either situation may detract from the overall performance of 
the institution. 
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Other Items 


Economic Analysis 


Description: 

Periodic discussion and analysis of economic conditions in all 
geographic areas in which the institution has significant oper- 
ations. Analysis should include demographics, wages, unem- 
ployment trends, report on local housing market (supply, 
demand, price movements), office vacancies, etc. In addition, 
die board should have access to information on national eco- 
nomic issues that affect local conditions. 


Warning Signs: 

• Softening local economy. 

• Overbuilding. 

• Rising interest rates and increased rate volatility. 


Rationale :: 

Generally, the performance of an institution will mirror, to 
some extent, the performance of the economy in the areas 
that it serves. Early recognition of changes in the local econo- 
my provides advance notice of new opportunities (if the econ- 
omy is expanding) or potential deterioration of asset quality 
(if the economy is contracting). 


35 




618 


Other Items 


Product Pricing 


Description: 

Report on pricing and fee structure of all major products (e.g., 
mortgage loans, deposit accounts, etc.) offered by the institu- 
tion. Information should include rates and yields offered by 
the institution compared to a sample of key competitors. 


Warning Signs: 

* Rates set on products that are substantially out of line 
with the competition. 

* Rates set on loans that do not adequately compensate the 
institution for the amount of risk involved. 

* Rates set on new asset and liability products with similar 
maturities that do not result in a profitable spread. 

* Failure to factor in all costs associated with a product (e.g., 
operating expenses). 

* Rates set on savings deposits that exceed the cost of other 
borrowing options with the same maturity. 


Rationale: 

Competitive pressures can lead to unsound pricing decisions. 
Directors should be informed about the institution’s product 
pricing relative to market rates and die competition. Above 
or below market rates can impact loan volume, interest rate 
risk, earnings, and retention of core deposits. 


36 




Other h em e 


ItartiitinQ 


Description: 

Report of major and fecial advertising campaign* and other 
program* designed to make potential customers aware of the 
institution and its products. The information should include 
an analysis of the institution’s market share in its major prod- 
ucts. 


Warning Signs: 

* Excessive marketing costs without the desired impact. 

* Marketing efforts that present a negative or potentially 
damaging image of the institution. 

* Marketing efforts directed outside of the institution’s com- 
munity or only to the upscale segments of its community. 

* Unintended or unforeseen decline in market share. 


Rationale: 

Given the increasing competitiveness of die financial services 
industry, it is essential that an institution attempt to distin- 
guish itself from its competitors. 

Directors should be informed of the institution's marketing 
efforts, and market share of its major products. To the extent 
possible, each new marketing program should have a tangible 
objective that can be compared to the actual results achieved. 
Marketing should be directed to all segments of the communi- 
ties served by the institution. 
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Officers and Directors Breached Their Duties, 
Including Those Relating to Internal Controls 
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Passive Boards of 
Directors 


Members of a thrift's board of directors have a duty to ensure that thei 
thrift operates prudently and In a safe and sound manner so that depos 
tors’ money la adequately protected. By assigning directors many spe- 
cific responsibilities, federal regulations imply that the board of 
directors must taka an active role in operating the thrift According to 
Bank Board documents, at 19 of the 26 failed thrifts, the boards took a 
passive rather than active oversight role or allowed one or a few Indi- 
viduals to dominate the thrifts' activities. For example, one member of i 
new executive team at a failed, but still open thrift, told us that direc- 
tors of the thrift’s board said they did not question business decisions o: 
the former chairman of the board because he owned the thrift— they 
thought he could do ae he pleated. 


At one failed thrift, the preeident of the thrift initiated a construction 
lending program in 1980 whereby the thrift provided 100 percent of the 
financing in return for interest and a profit participation. The board of 
directors did not give serious review or consideration to the amount of 
capital involved or to the necessary staffing, recordkeeping, and moni- 
toring reqtiirefnents prior to adopting the new lending program. More- 
over, without board oversight and control, the president and other 
senior management simply operated the program as they wished. 
Des pit e the fact that since 1962, examination reports pointed out prob- 
lems with the new lending program, the problems were not corrected In 
1963, over $600 million (approximately 16 percent of the thrift's assets) 
had been committed to the program. The thrift's board of directors dis- 
missed the president in 1964 but still made little pro g r es s in correc tin g 
the previously cited deficiencies. Bank Board documents noted that, in 
the aggregate, "substantial l os s e s ” were Incurred as a result of the lend- 
ing program and additional kisses were expected. 

In 1983, the chairman of the board at another thrift made an offer to 
acquire a company before obtaining approval of the other members of 
the board of directors. Board approval was subsequently obtained via a 
telephone conference call, at which time the chairman portrayed the 
company as a good investment. Minutea of that meeting ahow that the 
proa and cons of the acquisition were not discussed. A motion approving 
the acquisition was unanimous. In effect, the board rubber-stamped the 
acquisition, which examiners later described as Van awful Investment 
with dire impacts on the association's fiscal condition.” Examiners das- 
silled the thrift's investment in and loans to the company as substan- 
dard In both 1963 and 1964. By 1966, examiners found that fully 70 
p erce nt of the thrift's lo a a a s were attributabte to the acquirsd company. 
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Transactions Were Not 
Always Made in the 
Thrifts’ Best Interests 


According to the Bmk Boar*, a thrift's taaiti of tHracm* and officers 
have a duty not to compromise the thrift's best interest in favor of their 
own or others' personal interest However, almost ait of the 26 failed 
thrifts made tr an s actions that were not in the thrift s best interest 
Rather, the transactions often personally benefited directors, officers, 
and other related parties. To protect a thrift's interest several regula- 
tions limit or prohibit certain kinds of transactions. Regulations govern 
transactions with affiliates, conflicts of interest and the amount of 
loans made to one b o rrow e r. 


Transactions With Examiners found that 21 of 26 failed thrifts violated the regulation gov- 

Af filiates anting transactions with affihatas or engaged in related unsafe prac- 

tices. 'Affiliates'' generally result from business relationships in which, 
due to conuaoa ownership, directors, er influence, people or business 
entities are closely tied is a thrift For exaatpie, directors, officers, and 
their immediate f antittaa would be ointihnl affiliated persons, as 
would individuals whs ci ue ril a thrift either directly or indirectly — for 
example, a stock h o lde r who centreia the a p po int men t of a Minority of 
the boerd of directors. An afflUuke could aloo be a corporation which a 
thrift owns or in which it co ntrols a a^ority of stock. 

The president of a faded thrift hi rinded in our steeple farmed a separata 
corporation to receive loon referral fees for identifying borrow er! for 
the thrift The tre naa cti ene between the thrift aeid the corporation con- 

Htutod affiliated trananedena which were prohibited by Bank Board 
regulation. In March lttd, the Bank Board infonaed the thrift that Its 
president eras an adfldaftad person who could net property acce p t l oa n 
fees. However, even after tWs adseoedtion, die president received almoat 
$1 mitten In fern. Mereever, Bank Beard officials estimated Isoees to be 
a ndadnunt of W. 1 addton on eesat of dw loons to borrowers identified 
by the president's affidafeed csrpsradsn. 
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In April 1984, a thrift's chairman attested to the Bank Board in writing 
that he had no interest in, and would receive no direct or indirect benefit 
from a proposed transaction which required prior Bank Board approval 
The transaction regulators approved was for the thrift to buy a 50- 
percent interest in a real estate development firm for $2 million. Instead, 
the thrift bought the 60-percent interest for $1 million and paid all 
million finder’s fee to another firm — a mort g a ge company. The mort- 
gage company was 100-percent owned by the thrift chairman, who had 
previously signed an affidavit saying neither he nor Me entities held any 
ownership interest, legal or beneficial that would directly or indirectly 
benefit from the transaction. 

Conflict of Interest violations at the failed thrifts were not co nfi ned to 
officers and directors. At one thrift, the law firm that acted as the 
thrift’s general counsel engaged in activities constituting conflicts of 
interest At the seme time the law firm represented the thrift, it referred 
borrower s to the thrift, repr es ent e d both parties in the reeuldni trana- 
actkms, received fees from both parties, allowed loans to dote under 
terms materially different from those appro v ed by the thrift, and failed 
to obtain documentation required for the loan conanttaante in u i d by 
the thrift 


Loans to Borrowers 
Exceeded the Legal Limit 


Twenty-three of the 26 failed thrifts in our sample violated a federal 
r egul a tion which limits amounts a thrift can lend to one borrower. Fbr 
example, the regulation states that outstanding loans to one b orrow er 
should not exceed, in the aggregate, the lemer of 10 percent of a thrift** 
withdrawable accounts or an amount equal to the thrift’s regulatory 
capital. Another regulation limits the amount of commercial loans to one 
bor ro wer to 16 percent of the thrift’s unimpaired capital and surplus. 
Theae regulations are designed to avoid rituattons in which a thrift's 
financial condition is dependent on the financial viability of any single 
borrower. 


Examiners and the Bank Board informed one thrift on numerous occa- 
•ion* that loans to tome of the thrift’s borrowers ex caade d the Isgal 
lending limit The thrift gave repeated — unmeet that it would correct 
the violations but, in fact, did Just the oppoaite, lending a dd iti o na l ftwds 
to those same b orrow ers whose loans already exceeded the Mato. One 
of these borrow er s who received IBS million In low topped making 
payments; the thrift expected to lose at least $29 million on transactions 
with this bor ro wer. 


PifiM 







626 


Examiners warned another thrift that a series of loans made to one bor- 
rower from June 1980 through August 1981, totaling approximately 130 
million, exceeded the legal limit During the next year, rather than 
decreasing the loan amounts, the thrift lent the borrower an additional 
$10 million. Subsequently, the borrower filed for bankruptcy, and the 
thrift expected to lose at least $10 million from these transactions. At 
this same thrift, another series of loans made to one borrower from 1979 
to 1981 and totaling approximately $54 million exceeded the legal lend- 
ing limit. Nevertheless, in a following 6-month period, the thrift loaned 
an additional $11 million to the borrower. The borrower defaulted on 
loan payments, and the expected loss Is at least $20 million. 


Compensation and 
Other Expenses Were 
Excessive 


Examiners cited 17 of the 26 failed thrifts for payment of excessive 
compensation to officers, directors, or employees. A federal regulation 
states that compensation to thrift personnel should not exceed a level 
that is reasonable and commensurate with their duties and responsibili- 
ties. Compensation includes salaries as well as bonuses, dividend pay- 
ments, and perquisites for executives. On several occasions, examiners' 
efforts to restrain or reverse such expend i tures were ignored or circum- 
vented by thrift management Several instances of ex c esses dted by 
examiners follow. 


The chairman of the board of d ir ectors at one thrift resigned in January 
1985 and then immediately entered into a “services a g reement" with the 
thrift to perform the functions of his former position. The ag reem e nt 
called for a base pay of $326,000 and a bonus if the thrift earned a 
profit. The agreement stipulated no bonus would be paid until after 
December 31, 1985. In July 1985, the Bank Board requested that the 
thrift reconsider the reasonableness of the compensation package. In 
August 1985, in addition to his salary, the thrift paid the former chair- 
man $500,000 in “special employee compensation.” The Bank Board 
determined this payment was improper because the thrift lost almost 
$23 million in 1965, and no bonus payment at all was to be made before 
December 31, 1986. In response, the thrift act up a committee to review 
the compensation and requested that the former chairman reimburse 
$320,000 to the thrift. The former chairman declined to make any reim- 
bursement; records we reviewed did not indicate if the thrift pursued 
the matter further. 

Also, according to the Bank Board, the assets of another thrift ware 
used to finance perquisites which were neither reasonably necessary nor 
business related, as shown in the following examples. 


pm*<i 






• The owner of 90 pe r ce n t of the thrift's stock had the thrift buy an out- 
of-town beach house for $2 million. He used the house as his personal 
residence for a year and a half but did not pay rent or other compensa- 
tion to the thrift. Furthermore, the thrift spent over $600,000 for per- 
sonal expen se s while he occupied the house. 

• The thrift purchased or leased five airplanes (including two jets) and 
employed six pilots. The planes were used for pe rs o n al, nonb ustn a— 
travel at a cost of $6.6 million in Just over 3 year*. 

The Bank Board found that another failed thrift made exorbitant and 
ui\|uatifked expenditures for purported business trips to Europe and the 
Far East by officers who purchased expensive suits, automobiles, and 
other items during the trips. On at least one occasion, such travel 
expe ns es were also paid for officers' families. The same thrift was dted 
for spending $ 132,000 on a Christmas party, allowing the use of the 
thrift’s plane for a fishing trip, and paying for over $ 100,000 in personal 
expenses incurred by directors and officers. In addition, it spent oror 
$90,000 to decorate the president's office and bought a $36,000 cheat 
set 


Fraud and Insider 
Abuse 


beMwch 1 968 report to the Coofreee, the Beak Board cttedtreud end 
balder ebute a* the moat penddooe of tO factor* leading to the tneoi- 
vency of thrto institutions, ft broadly defined fraud and tnrider abuse In 
this manner 4 


“...tedhrtduais fan a position of trust in tho Institution or dostly affiliated with It 
hava, tat goasral terms, brsnchsd titslr fiduciary itutlan: tradad on laalda lufiu — 
tioa; uaurpod opport un ities or profits; sagagad tat sstf -dealing; or othenriaa usad ths 
Institution for paraoaal advantage Spsdflc ta mp lii of In a i da r abuts Inrindt loans 
to inaidsn In axcaas of that allowed by ragulattaui; high-risk speculator* renters*; 
payment of exorbitant dirldeads at timas whan tha Institution to at or asar tesoi- 
nacy; paymaat from i n sti tu tion funds for porooaal ra carto ne, automobiles, doth- 
teg, and arc payiuom of unwarranted coaualooloas and tees to companies owned by 
a ahar ahoi d sr payment of 'consulting fuss’ to tedders or thslr co as mte, urn of 
tedders* companies for ooooctetftoa badness; and putting Maada sad idntiraa on 
ths payroll of ths institutions.” 
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On Che batos of tho Bonk Beard's MMdon, wo found that examiners 
and ocher Bonk Board officiate documented activities at each of the 26 
faiiod thrifts In our study which appear to constitute fraud and tntoder 
atone.* la addktee to the protototod tmnaa crisis with affiliates, con- 
(beta of iasarest, and oxoaes t ve compensation and expenditures 
described in this chapter, some of the other v t eto ti o m >f federal ragule- 
tiens and rstotod unsafe practices described elsewhere in this report 
we a ld also seem to Cal within the Bank Board's deftoition of "fraud and 
insider abuse." 


Conclusions 


The Bank Board had deed the m^ortty of the failed thrifts we reviewed 
for violations of Laws and regulations prohibiting conflicts of interest 
and transactions with affiliates. In ltM, the Bank Board defined these 
and other ch a racteristics as "fraud and bidder abuse." The p re s en c e of 
fraud and Mdar abase i ndica t e s mansgnaent’s neglect of its fiduciary 
r es ponsibili ty is ensure the sals and sound o p erati o n of the insured 
institution 


Those characteristics, o o m btosd with pastors bawds of directors at 
many of the 26 faded thrifts, contributed to a pattern of risky business 
t ran sa ctio ns often autos Is bws flt i nsid ers , related parties, or others to 
the detriment of the thrifts’ financial health. In many cease, even as the 
health of the thrifts d et e riora te d , mana ge m e nt ccmptn asts d itself and 
made expenditures which federal regulators said wars excessive, vio- 
lated sound b usin ess practices and, at times, s federal regulation on 
compensation. 9uch practices indicate a lack or circumvention of effec- 
tive internal controls, creating snviriwuani ia which the thrifts were 
vul n e ra b l e to atoms from thrift totodsri snd ethers. 
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4i0 17th StrMt Su am 9:0 
Denver Colorado 90202 
(303) 623-2001 


November 5, 1966 


Mr. Michael R. Wise 
Silverado Banking 
3900 E. Mexico Ave. 

Denver. CO *0 210 

Deer Mike: 

Enclosed pleaxe find a Loan Agreement dated October 15. 1986 
prepared by a lawyer at Ireland. Stapleton. Pryor A Pascoe. P.C. 
and approved by Ken Good's representative at Brownstein. Hyatt. 
Farber 6 Madden. The document has passed back and forth between 
law firms two or three times which accounts for the delay m 
getting it to you. 

Good International. Inc. does nor plan to request advances on the 
Line of Credit but. if a Request for Advance is nade. Silverado 
has sole discretion in accepting Good International's collateral. 
In addition. Good International is agreeing to pay a l\ fee. or 
S9.000 with S4.500 reimburseable if no advances have been 
made pursuant to the Agreenent by the termination date. The Line 
of Credit has been noted in an accounting compilation prepared by 
Ernst 6 Whinney and submitted to the Argentine Government. It 
appears that Good International. Inc. has shown enough financial 
wherewithal to satisfactorily qualify to do business m 
Argentina . 

Many thanks for your consideration of this Loan Agreement form 
which is sent to you by JXB on Ken Good's behalf. Let me know 
what changes you recommend. If the document is acceptable then 
we will have it executed by Ken. 



Neil Bush 


Enclosure 

NE/dsi 
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SILVERADO BANKING, SAVINGS AND LOAN 

ASSOCIATION 


Tuesday, June 19, 1990 

House of Representatives, 

Committee on Banking, Finance and Urban Affairs, 

Washington, DC. 

The committee met, pursuant to notice, at 10:04 a.m., in room 
2128 Rayburn House Office Building, Hon. Henry B. Gonzalez 
[chairman] presiding. 

Present: Chairman Gonzalez, Representatives Annunzio, Hub- 
bard, Oakar, Barnard, Erdreich, Kennedy, Flake, McDermott, 
Hoagland, Neal of Massachusetts, Leach, Parris, Hiler, McCand- 
less, and Bunning. 

The Chairman. The committee will come to order. We’re run- 
ning a few minutes late. We wanted to thank the witnesses for 
being here promptly. We’ll get the preliminaries and the opening 
remarks out of the way. 

The Chair will announce that within a reasonable time, I will 
have the Clerk call the role. Also, I wish to announce for the 
record that the ranking minority Member, Mr. Wylie, who up 
untill now has been unfailing in attendance, will not be with us 
today because of an absolutely mandatory committment in his dis- 
trict of Columbus, OH. 

This morning, we open phase 2 of this committee’s inquiry into 
the operation, the regulation and the failure of Silverado Banking 
Savings and Loan Association. This is part of a continuing effort to 
determine the causes of the savings and loan crisis and to make 
certain we have safeguards in place to prevent another financial 
catastrophe. 

I have said, and I think that the record ought to show it here, 
that to me, from the beginning, the S&L crisis is a symptom; it’s 
not “the” crisis. The assumption has been, unfortunately, that the 
S&Ls, the Savings and Loan institutional activity is something that 
has been on an orbit all to its own, unaffected by any other finan- 
cial institutional activity and that’s, of course, absurd. 

The real world and the real market is that S&Ls and banks of all 
sizes, credit unions and the other now, non-bank-banking institu- 
tional activities are all in there competing. So one reason for what 
seems to be an intractable problem just in resolving the S&L situa- 
tion is, I think, the failure to see from the very beginning, or, as 
they say in law, ab initio, that it has not been just a S&L crises. I 
think this has been a fundamental error, but in all fairness to 

( 1 ) 
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myself, I have pointed out since 1987, the impact it was having in 
this intermediating of competing institutions. 

That continues to this day, so we can’t talk about our trying to — 
yes, we have to know where we’re coming from in order to know 
where we want to go. That’s the main reason for the hearings. 
With the exception of the MDC Holdings, all the witnesses appear- 
ing today required subpoenas to obtain their testimony. 

This includes Hermit Mobray, the former principal supervisory 
agent over Silverado and president of the Topeka Home Loan Bank 
and his chief supervisor, Mr. Thompson. Both men decline the com- 
mittee’s invitation to appear at the May 22 hearings, marking the 
first time to my knowledge and memory, that former employees of 
a Federal financial regulatory agency refused to cooperate volun- 
tarily with a banking committee inquiry. 

Now, at the outset of last year’s hearings, in order to make sure 
that they were predicated on an equal, fair, non-preferential or se- 
lective basis, we issued subpoenas to everybody. But every one, 
with one exception, every one of the regulators and former regula- 
tors had volunteered to appear. They did not need a subpoena. 

So, this is regrettably, the fact today. Four of the witnesses ap- 
pearing here today, former officers and directors of Silverado, have 
signed consent orders issued by the Office of Thrift Supervision, 
prohibiting them from working for a federally insured financial in- 
stitution again, without prior regulatory approval. They are: Mi- 
chael Wise, former chairman and chief executive officer of Silver- 
ado, James Metz, former director and majority stockholder, Rich- 
ard K. Vandapool, former vice chairman and chief operating offi- 
cer, and Robert M. Lewis, former vice chairman and chief financial 
officer. 

The OTS action, including a pending case against another direc- 
tor, Mr. Neil M. Bush, has thrown a bright spotlight on the obliga- 
tion of boards of directors to meet their fiduciary responsibility. 
This phase of the hearings was inaugurated for that purpose. Each 
phase has had a fundamental purpose in scrutinizing, evaluating 
and ascertaining causes and results. 

This responsibility is critical to safety and soundness of any insti- 
tution and it is the first line of defense against raids on the insur- 
ance funds and the taxpayers. This institution was honeycombed 
with insider abuse, preferential loans to senior officers, excessive 
compensation of officers, circumvention of insider loan limits 
through holding company manipulations and conflicts of interests 
that clearly left the best interests of Silverado far behind. 

In addition, the board of directors approved a wild series of self- 
financing mechanisms. We have the charts on the wall from the 
last hearing on May 22, and I think the members may have kept 
their own copies of those charts and diagrams. Land for stock, in- 
flated loans with the surplus use to buy stock in Silverado and the 
sale of participations in a pool of bad loans. 

This creative — if we could call it such — financing came against 
the backdrop of unbelievable growth for Silverado during the early 
and mid-1980’s, growth that was to ultimately cost the insurance 
fund and the taxpayers dearly. It is estimated to be at least $1 bil- 
lion. It was all part of the deregulation scam of the 1980’s, a scam 
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begun in the Reagan White House, gladly joined in by the Congress 
and State legislatures to boot. 

You know, the idea was that you could get the Government off 
the backs of financial institutions. The mixture of deregulation 
with lax supervision has proven the most costly and the most vola- 
tile mixture in our financial history. 

Silverado’s management, like savings and loan managements in 
all too many places, saw the new Government policy as an open 
invitation to role the dice with other people’s money — in this case, 
the taxpayers’ money. The supervisors clearly lacked the ability or 
the will to keep up with this new and dizzying world. As a witness 
from the Office of Thrift Supervisors told us last month, and I 
quote, “It is obvious that Silverado’s Board and management 
merely paid lip service to the serious warnings given from the 
FHLBB of Topeka Examiners." 

Even after everyone was in agreement in 1988 that the institu- 
tion was dead, it was kept open and remained a continuing drain 
on the insurance fund. In August 1988, the Colorado Savings and 
Loan Commissioner had all but sounded the death warning when 
he told Silverado it would have to raise $62 million of new capital 
or face a closure order. 

When he moved to enforce the order in October, the Federal Sav- 
ings and Loan Insurance Corporation in Washington hurriedly re- 
quested a 2-month delay. Finally, on November 9, 1988, the day 
after the national election, the principal supervisory agent, Mr. 
Mowbray, submitted a formal recommendation that Silverado be 
placed into receivership. 

The receivership became effective on December 9. This commit- 
tee has yet to receive a complete and a satisfactory explanation 
about the regulators’ hesitation that delayed the closing. In fact, 
the examination began in late 1986 and provided conclusive evi- 
dence of unsafe and unsound conditions at Silverado, yet it was not 
until December 1988 that definitive action was taken. 

Silverado’s fortunes did not improve in the interim. This means 
that additional losses were chalked up to the insurance fund. Noth- 
ing has been more costly than regulatory hesitation through the 
entire savings and loan crisis. 

Our first panel this morning is composed of Mr. Kermit Mow- 
bray, former president of the Federal Home Loan Bank of Topeka, 
and Mr. Tommie Thompson, former district director of the Office of 
Thrift Supervision. 

[The prepared statement of Hon. Henry B. Gonzalez can be found 
in the appendix.] 

The Chairman. With that, the Chair will recognize Mr. Leach 
for any openings statement he may wish to give. 

Mr. Leach. Thank you, Mr. Chairman, I just would like to begin 
by noting that Chairman Wylie has the Secretary of HUD, Jack 
Kemp, visiting his district to celebrate, among other things, the 
first public housing project in the United States. He may be able to 
join us late in the day, but it’s not clear. 

I would just like to add on my own behalf that this is the third 
day the committee has been investigating the collapse of this 
Denver thrift. From the evidence that we have so far heard, Silver- 
ado’s failure represents the classic case of why so many S&Ls 
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failed and why the taxpayers are having to pump hundreds of bil- 
lions of dollars to protect thrift depositors. 

Like CenTrust and Lincoln, Silverado, at the time called Mile 
High Savings, began the 1980’s as a small thrift which primarily 
made home loans. The thrift’s balance sheets had been decimated 
by the high interest rate of the Carter years. Home mortgages fi- 
nanced for 30 years at 6 percent interest were being funded by de- 
posits sometimes as high as 15 percent. 

This interest rate mismatch was exacerbated by the 1980 deregu- 
lation bill passed by Congress and signed by President Carter. To 
rescue themselves from this red ink, the new owners of Silverado, 
CenTrust and Lincoln decided to grow themselves out of the prob- 
lem. 

They took on new assets, invested in new and risky businesses 
and invested in new areas. For the owners, it was an easy decision. 
They had little or no personal money at risk. All this behavior was 
sanctioned by the Congress for it was the Congress which lowered 
capital standards and not only allowed, but pressed for funny ac- 
counting. 

It was Congress and a few State legislatures which allowed 
thrifts to directly invest in and own non-flnancial endeavors, there- 
by letting thrifts with their government insured deposits to be used 
by high flying owners as their own private piggybanks. In the case 
of Silverado, the piggybank provided handsome salaries, plush 
quarters and high lifestyles for the officers, but unfortunately for 
the taxpayer, not too many profitable business deals. 

Today, we’re going to hear testimony from the head regulators 
and why, once these risky investments failed and Silverado became 
obviously broke, the institution was not closed down. What was the 
reason — was it, for example, because of the forbearance poHcy of 
keeping brain-dead thrifts alive by not allowing enough FSLIC 
funds to liquidate them, a policy vigorously pushed by the leader- 
ship of Congress in 1986, 1987, or were there other reasons at 
stake? 

We’re also hopefully going to hear from the inside directors of 
Silverado who were making the day-to-day decisions in Silverado’s 
operations. The former head of Silverado, Mr. Wise, was very 
active in the thrift industry circles. He was the leader of the U.S. 
League, the trade association which had very close ties to its regu- 
lator and to the Congress. 

He was also in the 1980’s — at least in the early 1980’s, a director 
of the Topeka Bank Board, a board headed by Silverado’s principal 
supervisor agent who was responsible for regulating and supervis- 
ing the thrift. It will be interesting to hear if this skewed the regu- 
lator} framework or caused any conflict of interest in Silverado’s 
regulation and supervisory treatment. With that, Mr. Chairman, I 
look forward to hearing today’s witnesses. 

[The prepared statement of Hon. Jim Leach can be found in the 
appendix.] 

The Chairman. Mr. Annunzio. 

Mr. Annunzio. Thank you, Mr. Chairman. When we last visited 
Silverado, Neil Bush, a former Director of that failed Savings and 
Loan, the son of the President of the United States, was testifying 
before this committee. You may remember that the day prior to 
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Mr. Bush’s appearance, officials from the Office of Thrift Supervi- 
sion testified that Mr. Bush had voted for or helped obtain loans in 
the amount of $106 million from Silverado for a partner in Mr. 
Bush’s business. 

Every dollar of those loans went into default, and that is one of 
the reasons why the American taxpayers may well suffer a loss of 
up to $1 billion in connection with Silverado. Mr. Bush established 
a new legal precedent when he appeared for the committee in de- 
fense of his activities in connection with loans to one of his part- 
ners. 

Mr. Bush argued that the partner, Mr. Kenneth M. Good, was 
not really a partner. Mr. Bush argued that Mr. Good was a partner 
of his, but that he was not a partner of Mr. Good’s. Thus, we have 
a new legal doctrine established by Mr. Bush, “Partnershipus In- 
teruptus Translated from Latin, it means, he’s my partner, but 
I’m not his partner. 

The Marx brothers, the Three Stooges or even Yogi Berra could 
not come up with logic like this. 

There were some who bought Mr. Bush’s explanation. He por- 
trayed himself as a victim of business connections in Colorado. He 
was also portrayed as a man who was used by greedy insiders at 
Silverado. 

We must remember that the charges against Neil Bush are not a 
press vendetta, nor are they a political attack. Rather, they stem 
directly from proceedings and documents of the United States Gov- 
ernment. Earlier this year, Neil Bush, along with other officers and 
directors of Silverado, were the subject of negotiations with the 
Office of Thrift Supervision. The purpose was to negotiate orders 
forever barring them from the banking business because of their 
violation of law, including problem transactions involving insiders 
at Silverado. Five individuals agreed to be banned — Michael Wise, 
James Metz, Richard Vandapool, Russell Murray and Robert 
Lewis. 

Neil Bush refused to agree to that order. Neither he nor OTS has 
indicated whether there are any further negotiations or adminis- 
trative actions underway concerning his fitness to be associated 
with federally insured financial institutions in the future. I would 
like to paraphrase from a draft OTS enforcement resolution used 
in the Silverado negotiations. 

I want to point out once again that these draft charges were not 
being made by the press; they were not being made by me, but they 
were being proposed by the Government of the United States of 
America. The last time that I checked, Neil Bush’s father was the 
head of that organization. 

Let me further point out that it was stated during Mr. Bush’s ap- 
pearance that he was merely an outside director who had no con- 
trol or direction of the operations of Silverado. You may remember 
that a number of other outside directors appeared on the same 
panel with Mr. Bush. Is it just coincidence that none of those other 
outside directors have been the subject of enforcement actions by 
the Office of Thrift Supervision while Mr. Bush has been? 

Well, let’s look at the record and find out. I will now paraphrase 
from the draft Office of Thrift Supervision charges in this case. The 
Office of Thrift Supervision proposed charging that Wise, Metz, 
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Murray, Jacobson, and Neil M. Bush, willfully violated applicable 
law, engaged or participated in unsafe or unsound practices in con- 
nection with the management of Silverado, or willfully breached 
their fiduciary duties to Silverado. 

OTS proposed claiming that Silverado suffered substantial finan- 
cial losses and that Wise, Metz, Murray, Jacobson and Bush re- 
ceived financial gain by reason of such conduct. Finally, OTS pro- 
posed and concluded that the conduct of Wise, Metz, Murray, Ja- 
cobson and Neil M. Bush involved personal dishonesty or demon- 
strated a willful or continuing disregard for the safety and sound- 
ness of Silverado. 

Let me also paraphrase part of the specific draft charges by the 
Office of Thrift Supervision proposed against Neil Bush, and let me 
remind members that the Office of Thrift Supervision, formerly the 
Federal Home Loan Bank Board, has been under Republican con- 
trol for nearly the past 10 years. This is clearly not an agency de- 
signed to make political hay by going after the son of the President 
of the United States. I will now paraphrase from part of the pro- 
posed summary of the Count relating to Neil Bush. 

OTS proposed charging Bush, as Director of Silverado, with 
voting to approve loans to his partner, Walters, or to entities Wal- 
ters owned or controlled. 

Bush, as OTS proposed charging, was a beneficiary of a $900,000 
line of credit approved by the Board of Silverado to be used by an 
entity controlled by Good for the benefit of the partnership. This, 
of course, was the famous JNB Exploration “Partnershipus Inter- 
uptus”. OTS proposed charging that Bush failed to disclose to the 
other Silverado directors his own business interest in the $900,000 
line of credit. 

OTS proposed that Bush also failed to make material disclosures 
during the Silverado board of directors deliberations that resulted 
in his partner, Good, paying $3 million, being relieved of obliga- 
tions of more than $11 million. 

OTS’s proposed conclusion was that Neil Bush violated his fiduci- 
ary duty to Silverado and obtained personal benefits as a result. 

As I said earlier, Mr. Bush has not agreed to voluntarily go along 
with the action sought by the Office of Thrift Supervision. He 
clearly believes he has done no wrong. I would note that 5 other 
people involved in Silverado, including some of Bush’s fellow direc- 
tors, have agreed to the penalties. 

On January 23, the Office of Thrift Supervision announced that 
a decision of whether to bring charges against Neil Bush was ex- 
pected “within 10 days.” 

Five months have passed, and no announcement has been made. 

I am calling on the Office of Thrift Supervision to lift the veil of 
secrecy which shrouds this matter. If it has brought charges 
against Neil Bush, it should make those charges public. No law or 
regulation prevents the agency from revealing the charges. There 
is no institution to protect from runs by nervous depositors. 

Silverado has already failed, at a cost of a billion dollars to the 
taxpayers. If charges have been brought, the agency should put 
them on the public record, open its hearing on the charges to the 
public, just as its regulations permit it to do, and if no charges 
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have been brought against Mr. Bush and the investigation is 
closed, the agency should say so. 

Serious charges have been leveled against Neil Bush. He denies 
the charges. I would like to propose a question to OTS Director 
Ryan and even to Attorney General Thornburgh. Is that the end of 
the case? Are the taxpayers going to have to pick up the billion 
dollar tab without even knowing whether Neil Bush was right or 
wrong? 

Mr. Chairman, why hasn’t there been further action on this 
case? Why hasn’t the United States given the taxpayers and Neil 
Bush their day in court? The charges against Neil Bush are seri- 
ous, and he has vigorously defended himself. He appeared before 
the committee voluntarily in a public hearing. I trust that if the 
OTS has brought charges against him that he is willing to allow 
the hearing on the charges to be public hearings. If Neil Bush is 
innocent, as he claims, then he should be glad to allow the public 
to see and hear him out on his defense. 

Having said all that, let me ask one fined question. Can any 
agency of the United States fairly and impartially investigation the 
son of the President of the United States? 

I know, Mr. Chairman, that there are many newspaper people, 
many people in the United States who feel that this is a political 
matter between Democrats and Republicans, but is it political to 
have the President of the United States stand and tell us that we 
must never have this happen again in America? He said that 
within a short period, if we adopted his legislation, this would not 
happen in America. 

I am saying that this is not a Democratic question. It is not a 
Republican question. It is a question of are we ready to pay to the 
tune of $1 trillion, as I have figured it out? If the loss is $500 bil- 
lion plus the interest, the American taxpayers are stuck for $1 tril- 
lion. 

That is why we are having these hearings. 

[The prepared statement of Mr. Annunzio can be found in the ap- 
pendix.] 

The Chairman. Mr. Parris. 

Mr. Parris. Mr. Chairman, I think, in order to ensure the accu- 
racy of the record of this hearing this morning, we need to correct 
a possible misimpression that may have been left by some previous 
comments. 

We had testimony before this committee on May 22 from the reg- 
ulators that a prohibition action was dropped against Neil Bush, 
because the elements of a prohibition were not met, and those ele- 
ments are, essentially, causing — willfully causing some kind of a 
loss to the institution. That is exactly why the regulators decided 
to pursue a cease-and-desist order instead of a prohibition action. 
They did not back off for political reasons, as some would like to 
have you speculate. 

Now, the draft of the memorandum that my friend from Chicago, 
Mr. Annunzio, just referred to is undated, it is unsigned, it was 
never circulated. It is, in fact, a draft. All of the other directors all 
agreed to the prohibition order, because apparently they were 
guilty of some misconduct. That is why they had to be subpoenaed 
here. 
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Neil Bush appeared before this committee voluntarily, and we 
had an 8-hour public hearing. I do not know how much hearings 
we need to have in order to he public, but 8 hours is more than 
sufficient for this Member to call it a public hearing. 

I think Mr. Annunzio, as the chairman of the subcommittee, 
from Chicago, has previously indicated, to his credit, in his re- 
marks, when he said Mr. Bush believes he is innocent of any 
wrongdoing in all of this, and I happen to agree with that. 

Let me, if I might, Mr. Chairman, introduce into the record, once 
again, a letter from the FDIC clearly indicating that this kind of a 
case is one of first impression. The letter is from the Office of Leg- 
islative Affairs. It is signed by the Director, dated May 17, 1990, 
and it says, in part, “We are unable to find any instance where the 
Federal Deposit Insurance Corporation has initiated a cease-and- 
desist action under Section 8(b) of the FDI Act against an institu- 
tion or its affiliated parties after the institution has failed.” 

The point of all of this is never before has any such a case been 
brought by any regulators, and I believe, very frankly, Mr. Chair- 
man, that it raises the question that Neil Bush is paying a penalty 
because of who he is, not being given some kind of unique benefits 
because of who he may be. 

Mr. Annunzio. Will the gentleman yield? 

Mr. Parris. I will be delighted to yield to the gentleman from 
Chicago. 

Mr. Annunzio. Does the gentleman have any objection to have 
your statements that you have received being made part of the 
record, so that the record can have it and the public can judge for 
itself? 

Mr. Parris. I just asked unanimous consent that it be inserted. 

The Chairman. Is there any objection to the gentleman’s re- 
quest? 

[No response.] 

The Chairman. Hearing none, it is so ordered. 

[The information referred to can be found in the appendix.] 

Mr. Parris. Thank you, Mr. Chairman. 

Mr. Annunzio. I thank the gentleman very much. 

Mr. Parris. Yes, sir. 

The Chairman. Mr. Barnard. 

Mr. Barnard. I have no opening statement, Mr. Chairman. 

The Chairman. Ms. Oakar. 

Ms. Oakar. Mr. Chairman, I would like to ask unanimous con- 
sent to put my entire statement in the record and simply say 
that — compliment you and the staff for having these hearings. I 
think that the American people want to know the answers to 
these— this tremendous dilemma, and the Silverado case, I think, is 
the tip of the iceberg in terms of the gross misconduct that has 
been going on and the gross mismanagement. 

So, I look forward to the testimony. Thank you, Mr. Chairman. 

[The prepared statement of Ms. Oakar can be found in the ap- 
pendix.] 

The Chairman. Thank you. 

Mr. McCandless. 

Mr. McCandless. Thank you, Mr. Chairman. 
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In the interest of time and for the purpose for which we have 
gathered here, and that is the hearing — I emphasize the word 
“hearing”, to listen from, not speak to — I would ask that my open- 
ing remarks be included in the record. 

. The Chairman. Without objection, so ordered. 

[The prepared statement of Mr. McCandless can be found in the 
appendix.] 

The Chairman. The Chair will add this. We are not a judiciary 
body. We are not sitting in judgment, other than what the record, 
through the testimony, in most instances, of sworn witnesses, or 
witnesses under oath, have given us. I want to remind my col- 
leagues that we are not a prosecutorial body — there seems to be 
some confusion about that. We are not trying anybody, and we 
cannot. 

We must be reminded of the Constitutional limitations. We are 
operating under Rule 10 of the House, which means that this is an 
investigatory hearing, but there are definite Constitutional limita- 
tions on the power to investigate on the part of the Congress, and 
we want to maintain that respectful and absolutely obedient adher- 
ence to that Constitutional restraint. 

As a matter of fact, we are operating under rules that resulted 
from flagrant violations in the 1950’s by Congressional investiga- 
tory bodies of the limits and the extent of Constitutional power 
granted to us under that particular activity. 

Does any other member wish to offer an opening statement? 

Mr. Kennedy. 

Mr. Kennedy. Thank you, Mr. Chairman. 

I wish to join my colleagues in applauding you for holding these 
important hearings. Along with the hearings of Lincoln Savings 
and Loan Association, you are providing Americans with a very 
clear picture of what went wrong with these two thrifts. More im- 
portantly, you are documenting what has to be the greatest breach 
of trust ever committed against the American people, not just by 
the rich and powerful who funded the thrifts but by some of our 
countpr’s top government officials. 

Ultimately, these hearings are not just about one or two failed 
S&Ls or a few careless officers or a director with a famous last 
name. They are about a colossal ripoff of the taxpayers and who let 
it happen. 

Mr. Chairman, I wish I could say that the Silverado case, along 
with the Lincoln case, represents an isolated instance of misman- 
agement and abuse. Unfortunately, it does not. 

As we heard last month, Silverado has all the familiar hallmarks 
of failure — million-dollar-plus salaries for the top dogs, sweetheart 
loans for selected borrowers that were practically give-aways and 
that the average person could only find in their dreams, risky in- 
vestments in commercial property and raw land, phony appraisals 
and deceptive accounting to paper over skyrocketing losses. 

On top of that, the Silverado case has all the disgraceful charac- 
teristics of the thrift industry in the 1980’s — accounts who are all 
too willing to play the role of hired guns, regulatory chiefs who 
were asleep at the wheel or intentionally blind to what was hap- 
pening on their watch, and a President and a Congress who pre- 
ferred to sweep the whole issue under the rug with inadequate re- 
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capitalizations and regulatory and deregulatory policies that had 
disastrous consequences. 

Mr. Chairman, as the cost of the savings and loan bailout soars 
to the $500-billion mark, no one can seriously deny that it has 
become the largest scandal in the history of this Nation, but the 
American people are not blind, especially to those who try to rob 
them blind. They know now that many of the captains of the thrift 
industry were nothing more than pirates who looted the public 
trust. 

They know that too many of the appointed and elected govern- 
ment officials gave the shysters a wink and a nod as they turned 
the community lending institutions into tools of personal enrich- 
ment, and they know that this disaster will cost each of them over 
$2,000 when all is said and done, and the costs of the thrift bailout 
are all around us, in the hopeless eyes of the homeless, in the frus- 
tration of young couples unable to buy a home, in the ignorance of 
the doom and substandard schools. 

The American people are asking lots of questions about the Sil- 
verado case and others like it. They need answered, starting today. 
I hope that our witnesses will be forthcoming and thereby cast 
some light into the dark corners of corporate America, where greed 
and desception have reigned far too long. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. 

Any other member have an opening statement? 

Mr. Flake. Mr. Chairman, I would just like unanimous consent 
to have my remarks read into the record, and I hope that, at this 
moment, we could move forward with presumption or prejudice, 
that we might get the facts which I feel are so important, impera- 
tive, and necessary for the American public in that Silverado rep- 
resents for us, I think, the antithesis of what is wrong in the whole 
S&L industry, and so, with that, Mr. Chairman, I yield back the 
balance of my time. 

The Chairman. Without objection, so ordered. 

[The prepared statement of Mr. Flake can be found in the appen- 
dix.] 

The Chairman. Any other member wishing to make or have in- 
cluded in the record an opening statement? 

[No response.] 

The Chairman. If not, the Clerk will call the roll at this point, 
please. 

The Clerk. Chairman Gonzalez. 

The Chairman. Present. 

The Clerk. Mr. Annunzio. 

Mr. Annunzio. Present. 

The Clerk. Mr. Fauntroy. 

[No response/ 

The Clerk. Mr. Neal. 

[No response.] 

The Clerk. Mr. Hubbard. 

[No response.] 

The Clerk. Mr. LaFalce. 

[No response.] 

The Clerk. Ms. Oakar. 
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Ms. Oakar. Here. 

The Clerk. Mr. Vento. 

[No response.] 

The Clerk. Mr. Barnard. 

Mr. Barnard. Present. 

The Clerk. Mr. Schumer. 

[No response/ 

The Clerk. Mr. Frank. 

[No response.] 

The Clerk. Mr. Lehman. 

[No response. 

The Clerk. Mr. Morrison. 

[No response. 

The Clerk. Mr. Erdreich. 

Mr. Erdreich. Here. 

The Clerk. Mr. Carper. 

[No response.] 

The Clerk. Mr. Torres. 

[No response. 

The Clerk. Mr. Kleczka. 

[No response. 

The Clerk. Mr. Nelson. 

[No response. 

The Clerk. Mr. Kanjorski. 

[No response. 

The Clerk. Mrs. Patterson. 

[No response. 

The Clerk. Mr. Kennedy. 

Mr. Kennedy. Here. 

The Clerk. Mr. Flake. 

Mr. Flake. Here. 

The Clerk. Mr. Mfume. 

[No response.] 

The Clerk. Mr. Price. 

[No response.] 

The Clerk. Ms. Pelosi. 

[No response.] 

The Clerk. Mr. McDermott. 

Mr. McDermott. Here. 

The Clerk. Mr. Hoagland. 

Mr. Hoagland. Here. 

The Clerk. Mr. Neal. 

Mr. Neal of Massachusetts. Here. 
The Clerk. Mr. Engel. 

[No response. 

The Clerk. Mr. Wylie. 

[No response.] 

The Clerk. Mr. Leach. 

Mr. Leach. Here. 

The Clerk. Mr. Shumway. 

[No response.] 

The Clerk. Mr. Parris. 

Mr. Parris. Here. 

The Clerk. Mr. McCollum. 
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[No response.] 

The Clerk. Mrs. Roukema. 

[No response.] 

The Clerk. Mr. Bereuter. 

[No response.] 

The Clerk. Mr. Dreier. 

[No response.] 

The Clerk. Mr. Hiler. 

[No response.] 

The Clerk. Mr. Ridge. 

[No response.] 

The Clerk. Mr. Bartlett. 

[No response.] 

The Clerk. Mr. Roth. 

[No response.] 

The Clerk. Mr. McCandless. 

Mr. McCandless. Present. 

The Clerk. Mr. Saxton. 

[No response.] 

The Clerk. Mrs. Saiki. 

[No response.] 

The Clerk. Mr. Bunning. 

Mr. Bunning. Present. 

The Clerk. Mr. Baker. 

[No response.] 

The Clerk. Mr. Stearns. 

[No response.] 

The Clerk. Mr. Gillmor. 

[No response.] 

The Clerk. Mr. Paxon. 

[No response.] 

The Clerk. Fourteen members are present. 

The Chairman. There being 14 members present, the Chair will 
announce that any member arriving subsequent to this point will 
be either limited or will be not recognized, in order to avoid what 
has happened here before. 

We have three panels, and we have cases where late-arriving 
members will come in and ask questions that have been asked 
before, needlessly delaying the witnesses who, in some cases, have 
sat here hours on end. 

So, I wanted to make that announcement and make it patently 
clear that we will act in accordance with that basic approach. 

The Chair will now prepare to administer the oath and ask the 
two witnesses to please stand and raise your right hand. 

[Witnesses sworn.] 

The Chairman. You are now considered to be under oath. 

The Chair will instruct the Clerk to note that Mr. Hubbard has 
just arrived and will be considered as having come in within that 
deadline. 

Mr. Mowbray, thank you very much, and you may proceed as 
you deem best. I wanted to thank you for your prepared testimony, 
which we have had a chance to examine, and you may wish to offer 
that as you prepared it for the record and then proceed in any way 
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you wish. You may want to read it, or you may wish to summarize 
it. 

But anyway, you tire recognized. 

Mr. Mowbray. Good morning, Mr. Chairman, members of the 
committee. I’d like to request that my written testimony, which 
was provided earlier, be put in the record, as I have a few other 
comments to make at this time. 

The Chairman. Without objection, it is so ordered. 

STATEMENT OF KERMIT MOWBRAY, FORMER PRESIDENT, 
FEDERAL HOME LOAN BANK OF TOPEKA 

Mr. Mowbray. My name is Kermit Mowbray. I currently am an 
associate of economics at Peru State College, Peru, NE. Previously 
I was employed by the Federal Home Loan Bank of Topeka for 25 
years, serving as president or acting president and principal super- 
visory agent for more than 10 years. 

My written testimony was filed with the committee a month ago. 
I declined to appear before this committee, as my wife and I had 
previously planned a vacation during this period, and your meeting 
was right in the middle of the time off from teaching and as a 
result our trip would have had to have been postponed a year. But 
furthermore, although my legal counsel and I requested OTS and 
your staff to provide me with copies of chronological information 
concerning regulatory actions with Silverado Banking Savings and 
Loan Association, which I assume you wished me to discuss, I was 
not given this information. 

Consequently, I felt that my inability to refresh myself with in- 
formation available to others would limit my usefulness to your 
hearing and I thus declined. 

Since this committee is interested in obtaining information for 
future legislation, I will offer a few comments drawing on my expe- 
rience at the Federal Home Loan Bank of Topeka and as a student 
of finance. 

One, I am concerned as to the ability of the current makeup of 
financial institutions in the United States to finance housing in the 
future. For the sake of my children and their and your children 
and grandchildren, please make certain we have a way to provide 
affordable residential financing. 

Two, regulatory net worth and deposit insurance fees for finan- 
cial institutions should be determined on the basis of risk, both 
capital and financial risk. If laws and regulations do not differenti- 
ate as to the basis of risk, low-risk lending for such things as 
single-family mortgages will be too expensive and high-yielding, 
high-risk lending may again lead to financial disaster. 

I have reviewed the information supplied as testimony to the 
committee by OTS officials, which was basically 1986 to receiver- 
ship. And with a few exceptions, I tend to agree with it. The infor- 
mation requested in the subpoena is the property of the Federal 
Home Loan Bank and OTS. This information should properly be re- 
quested from them. I shall do my best to discuss any topics you 
may have, even though I have not had access to all the information 
provided to your staff. 
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[The prepared statement of Kermit Mowbray can be found in the 
appendix.] 

The Chairman. On that point, Mr. Mowbray, majority staff tells 
me that you were offered, on their part, the necessary information, 
and that also you were provided the testimony presented at the 
hearings on May 22. There was a refusal, but I believe that was, 
according to the majority staff, it may have been the minority 
staff. 

Mr. Mowbray. Mr. Chairman, my counsel first requested the in- 
formation from OTS; it was not available. Second, I first met with 
counsel with minority staff. They showed me what they had, and 
they said it was private. We mentioned this to majority staff, I be- 
lieve, and it was not offered us to my recollection. 

Mr. Leach. Will the Chairman yield. 

The Chairman. According to the majority staff, there’s some con- 
tradiction there. They seem to be under the impression that it was 
offered and that even the offer was made to have it delivered. Re- 
gardless of that, we recognize your limitations. Mr. Leach. 

Mr. Mowbray. May I also suggest, Mr. Chairman, that when I 
reviewed the testimony, there was an exhibit which I wished to see 
and counsel asked staff for this and they said that is not public in- 
formation, so that was not provided me. 

The Chairman. Do you recall from your attorney’s report what 
staff you requested that from? 

Mr. Mowbray. Mr. Adams. 

Mr. Leach. If the chairman would yield briefly. 

The Chairman. Yes, Mr. Leach. 

Mr. Leach. Just to set the record straight, I am informed by mi- 
nority staff that minority staff offered you full access to all infor- 
mation. And even at the time that this information was offered, 
you actually held some of the material in your own hands. There is 
nothing, to my knowledge, that minority staff had at its disposal 
that the majority staff did not. Therefore, for you to suggest that 
you did not have access to the full information available to the 
committee may be misleading. Now, is that a fair assessment or 
not? 

Mr. Mowbray. I don’t believe that’s a fair assessment, Congress- 
man Leach. Basically, when I met with majority staff, they had a 
copy of the chronological information from OTS. They showed it to 
me and I believe — my counsel, well he’s not — I think we asked for 
a copy of that and they said, well you can’t have that; that’s pri- 
vate information. 

Mr. Leach. It’s my understanding, speaking on behalf of the mi- 
nority, that you were allowed the right to review any and all infor- 
mation in our offices. All the information the minority had at its 
disposal. I do not believe the majority had any additional informa- 
tion at its disposal — is that a fair assessment? And I’m 

Mr. Mowbray. Would you repeat that please, because I want to 
be sure I answer that correctly. 

Mr. Leach. It’s my understanding that the minority staff offered 
to you all information at its disposal. It’s also my understanding 
that the majority staff did not have any information that was not 
available to the minority, and that you were offered the right to 
read and review all information at the disposal of the minority. 
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Now, the reason I say this is that you have caveated your testimo- 
ny with the observation that you did not have access to all infor- 
mation; therefore there might be certain things for which you 
could not be held accountable. 

I think the committee ought to understand that whether or not 
you fail to recall information, you had the right to the access to 
whatever information the committee had, which you in your open- 
ing references denied having. I think it’s very important for this 
committee to have that framework of reference before it. I don’t 
mean to impinge on the chairman’s time, but I think procedurally 
its very important for this committee not to have witnesses appear 
before it who feel that they’re blocked from having information 
that the committee may have. 

The Chairman. That's right. I agree with Mr. Leach and that’s 
the reason I paused at this time in order to make sure that the 
record reflected accurately the ability of the staffs. Now there may 
have been some information that OTS itself had not given our 
staffs. But any information the staffs had, and the majority shares 
all information with the minority. I know of no time when that 
hasn’t been true. If, as you said earlier, you were in touch and did 
request documents from the minority, I don’t see any reason why 
you wouldn’t have had access to any information in its possession. 

I just want to make that clear for the record. Under no circum- 
stances would you be placed in a position of surprise by any docu- 
mentary or evidentiary material that would be thrown at you 
during the course of these hearings, that wouldn’t otherwise have 
been available to you. Mr. Thompson. 

STATEMENT OF TOMMIE DEAN THOMPSON, FORMER DIRECTOR 

OF AGENCY FUNCTIONS AT THE FEDERAL HOME LOAN BANK 

OF TOPEKA 

Mr. Thompson. Good morning, Mr. Chairman and members of 
the committee. My name is Tommy Dean Thompson. I was bom 
and raised in Lincoln, Nebraska. After graduating from the Uni- 
versity of Nebraska in June 1968, 1 joined Arthur Andersen & Co. I 
became an audit partner in September 1980. I was with the firm 
until joining the Federal Home Loan Bank of Topeka (Bank) on 
September 1, 1985, as executive vice president, Supervision of the 
Bank. 

On July 1, 1986, 1 was designated executive vice president of. Di- 
rector of Agency Functions. I reported to the Bank’s President/ 
Principal Supervisory Agent. On August 7, 1989, I was designated 
Acting Principal Supervisory Agent of the 10th Federal Home 
Loan District of the Federal Home Loan Bank Board. On October 
7, 1989, before transferring into and becoming an employee of the 
Office of Thrift Supervision (OTS), I tendered my resignation to the 
President of the Bank. 

When I started with the Bank, there were 175 member institu- 
tions in the Bank’s 4-state area of Colorado, Kansas, Nebraska and 
Oklahoma. As I recall, only 11 of those member institutions had 
then been identified as significant supervisory cases. As I recall, 
when I left the Bank, there were 151 member institutions in the 
district and more than 60 of them had been designated as problem 
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cases. Approximately 40 of the problem cases had already been 
transferred to the Resolution Trust Corporation. 

I have not had access to any regulatory files since I left the Bank 
approximately 8 months ago. During my first 9 to 12 months at the 
bank, most of my time was spent on the evaluation of regulatory 
staff that I had inherited; on recruiting, interviewing and hiring 
more staff; on evaluating documented policies, procedures, guide- 
lines and standards for the staff to follow; on determining addition- 
al needs for staff, equipment, supplies and space, and on working 
with the staff on member institutions that were reporting insolven- 
cy, had significant capital deficiencies or were identified as signifi- 
cant supervisory cases for other reasons. 

While I was at the Bank, the regulatory staff was increased from 
55 to 175. Many of the individuals that were hired had professional 
designations and/or advanced college degrees. The regulatory staff 
was significantly expanded and enhanced, both quantitatively and 
qualitatively. Among those hired were a new Director of Examina- 
tions, a Director of Supervision, 6 staff attorneys, many senior ex- 
aminers, a mergers and acquisitions manager, a financial instru- 
ments specialist, an operations specialist, 2 appraisers and a com- 
pliance specialist. A formalized monitoring program that helped to 
identify and react to potential problems in member institutions 
was designed and implemented. Many policies, procedures, guide- 
lines and standards were formally documented and distributed to 
the staff to assist them in performing their duties. A quality con- 
trol function was established. Interned and external communica- 
tions were expanded and improved. Numerous management re- 
ports were developed to identify trends in member institutions’ fi- 
nancial conditions and to summarize regulatory actions taken. 
Timeframes and deadlines for the transmittal of reports of exami- 
nations to member institutions were installed. As a result, the 
timeliness of the transmittal of the reports of examinations and su- 
pervisory letters and related regulatory actions improved signifi- 
cantly. Much of my time was spent on agency functions adminis- 
trative matters; in meetings and discussions with Washington staff 
and my counterparts in other district banks; on recruiting, inter- 
viewing and hiring people; on general administrative matters of 
the Bank such as facilities management, salary administration and 
strategic planning; and on working on requests from Washington. I 
placed reliance on other management and staff for the day-to-day 
supervision of member institutions. A Supervisory Agent, a Super- 
visory Analyst and an Examinations Field Manager were assigned 
to each member institution. These individuals were supervised by 
department heads that were well qualified for their duties and re- 
sponsibilities. While reliance was placed on other management and 
staff, I always tried to be involved, as much as possible, in decisions 
regarding regulatory actions to be taken against member institu- 
tions. I always tried to assign our best people to the more complex 
member institutions. This is why Terry Sandefur was assigned to 
Silverado Banking, Savings and Loan Association (Silverado) short- 
ly after he started with the Bank. 

This is also why Dorothy Van Cleav was assigned as the in- 
charge examiner on the December 1, 1986, comprehensive examina- 
tion. 
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Like many thrifts in the 1982-85 period, Silverado had substan- 
tial growth in high-risk assets, much of which was funded with de- 
posits received from money-desk operations or from brokers. This 
growth occurred after the deregulation of thrift interest rates and 
investment activities and the attendant liberalization of the Feder- 
al Home Loan Bank Board regulations.A large concentration of 
assets in commercial real estate and land loans, and in real estate 
investments proved to be particularly deadly when real estate 
values were hit by a prolonged and severe real estate depression as 
a result of the real estate being located in economically distressed 
areas. Most of the transactions and matters of significant supervi- 
sory concern at Silverado were discovered after Terry Sandefur 
was assigned to the institution and/or in connection with the De- 
cember 1, 1986, comprehensive examination. It has been more than 
18 months since Silverado was put through receivership. When 
that occurred, the Bank no longer had any supervisory responsibil- 
ity for the institution. Representatives of OTS submitted more than 
250 pages of written testimony to the committee and gave oral tes- 
timony at the committee hearings last month. That testimony dis- 
cussed Silverado’s operations and its regulation, supervision and 
“closing” in much detail. 

I believe the regulatory staff acted appropriately upon the re- 
ceipt of evidence of significant supervisory concerns at Silverado. 
Regulatory actions were taken when grounds were established for 
such actions. As in all respects of regulatory oversight and law en- 
forcement, policing actions lag behind infractions. In the Silverado 
case, a sophisticated management team and the opinions of ap- 

{ >raisers, independent accountants, consultants and attorneys de- 
ayed the discovery of significant supervisory concerns and remedi- 
al actions. 

Mr. Chairman and members of the committee, this concludes my 
remarks. I have copies of my statement that are available for you 
and the record. 

[The prepared statement of Tommie Dean Thompson can . be 
found in the appendix.] 

The Chairman. Thank you very much, Mr. Thompson. 

I have some questions. First Mr. Mowbray, in June of 1987, rec- 
ommendations were before you to order reappraisals of some of the 
properties on Silverado’s books that were obtained in questionable 
deals. You blocked this action, saying that — and this is a quote at- 
tributed to you and I’m going to read it, “The Federal Home Loan 
Bank Board is not going to appraise institutions out of business.” 
Didn’t your position severely damage efforts to get to the bottom of 
Silverado’s troubles in 1987? Why in the world would you block the 
collection of this important data? 

Mr. Mowbray. Mr. Chairman, there is an exhibit attached to 
that that I requested to see, and that is the matter I was refused 
access. I do not remember the quotation that is quoted there, and 
that’s why I wanted to see the exhibit. 

I do know that at several times, I made that statement about, 
you can appraise associations out of business. I’m sure that Mr. 
Barnard, since he has looked into the appraisal practices probablv 
more than anybody else on this committee, is quite familiar with 
some of the concerns that I had with appraisals. 
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In a depressed market, there are very few comparables, and 
you’re never sure what values, if the values are going to be valid 
because appraisals are estimates of values. 

As far as appraising associations into insolvency, you could go 
through all of the supposedly good loans in an area like the North- 
east right now, and many of those loans would appraise at values 
less than the loans that are on the books of the lending institution, 
and that’s what I meant by appraising associations into insolvency. 

The Chairman. That still is a little confusing to me because over 
in my part of the country, as early as January 1984, I was report- 
ing to the Congress the land thrifts, based on what is tantamount 
to fraudulent valuations of property. I mean, in one case 20,000 
acres that had been purchased at less than $850 an acre, was 
placed on the books at $20,000 an acre. Now, wouldn’t you say the 
reverse, that nobody was appraising an S&L out of business, but 
rather that S&Ls were in business based on fraudulent appraisals 
that sooner or later had to collapse. 

No way. You didn’t have to be a prophet to know that sooner or 
later. But in this case, why would there not have been some con- 
cern, as apparently the record shows raised by the examiners, in 
the case of one piece of land, I think it’s called Gun Practice or 
Target Practice — Gun Club, which any cursory examination would 
reveal is situated next to a toxic waste dump. I just don’t under- 
stand that rationale. But assuming the fact that, in order to faith- 
fully recollect, you would have to have whatever document you say, 
you wanted to have access to, we’ll leave it stand on that basis. 

On August 15, 1988, that was pretty late, Mr. David L. Paul, the 
Colorado Commissioner of Financial Services, ordered Silverado to 
increase its capital by $62 million by October 13, 1988. You then 
sent the letter to Mr. Paul requesting that he extend the deadline 
and additional 45 days and not take any action to close the institu- 
tion before December 16, 1988. My question is, why when Mr. Paul 
was attempting to put an end to Silverado— did you extend its 
life — was there any reason, perhaps, emanating from the Washing- 
ton office of the Home Loan Bank Board? 

Mr. Mowbray. Mr. Chairman, I believe that letter was written 
at the request of the Federal Home Loan Bank Board or office offi- 
cials of FSLIC. I think that we were fully willing to have that asso- 
ciation liquidated as quickly as possible. I think in my written tes- 
timony, I indicated that we put it in the queue and the queue was 
long. 

The Chairman. Will you enlarge a little bit on that statement? 
You put it in what? 

Mr. Mowbray. Well, I think that that was a queue, a long line of 
associations which were waiting to be liquidated and in fact it was 
almost like you wait your turn. 

The Chairman. Well, what about this chronological order of 
things? You have the Commissioner, the State Commissioner of all 
things saying, hey, look, this thing is dead unless we get some real 
capital infusion. He had a figure of $62 million and you postponed 
that. 

Is that putting it in the queue? 
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Mr. Mowbray. I think as I answered it was postponed at the re- 
quest of FSLIC because FSLIC was not ready to pay out that quick- 
ly- 

The Chairman. You referred to the letters. 

I have this correspondence, one addressed to a Mr. Paul, the 
State Commissioner, and signed by Terry Sandifer, the supervisory 
agent, and it is dated October 25. 

I am reading from it: “It is our understanding that the capital 
call outlined in your findings of fact and order of compliance dated 
August 15, 1988, has not yet been complied with by Silverado 
Banking, Savings and Loan Association. We request that you 
extend the expiration of the capital call an additional 45 days.” 

Then there is another letter on the letterhead of the Federal 
Home Loan Bank Board, Agency Functions, Tenth District. It is 
also addressed to Mr. Paid, and it reads this way: “This letter will 
serve to memorialize our telephone conversation of yesterday after- 
noon.” 

This is dated October 27. 

“While we share the conclusion that Silverado is unlikely to be 
able to meet Colorado’s order of compliance to increase the regula- 
tory capital of the institution, we initially were unable to agree on 
a date by which regulatory action would be taken.” 

Now that is signed again by Terry Sandifer. 

Then we have the State of Colorado Department of Regulatory 
Agencies’ findings of activities and order of compliance and I ask 
unanimous consent to place those documents in the record at this 
point. 

[The information referred to can be found in the appendix.] 

The Chairman. On March 10, 1987, a group of Federal examin- 
ers and supervisory personnel from the Topeka Bank and the Bank 
Board’s Office of Enforcement met with Silverado’s board of direc- 
tors to discuss possible supervisory action against the institution. 
Now this is fully a year and a half before these letters — March 10, 
1987. The Bank Board staff recommended a cease and desist order. 
This was a chance to halt the unsafe and unsound practices and to 
save the Insurance Fund from massive losses yet you chose to issue 
a non-binding supervisory directive instead. 

Can you tell us why you chose to do so, against the recommenda- 
tion of your own staff? Do you recall? 

Mr. Mowbray. Mr. Chairman, I would like to quote from my 
written testimony, which was provided you a month ago. 

The Chairman. Yes, sir. We have it. 

Mr. Mowbray. “A meeting was arranged between the bank’s su- 
pervisory staff and the association’s board of directors. Its purpose 
was to have Silverado stop those unsafe and unsound actions. The 
staff had recommended a cease and desist action. The cease and 
desist action is a legal process which is subject to court enforce- 
ment. The disadvantage to a cease and desist action is that if the 
association’s board of directors does not agree to the cease and 
desist, a hearing must be held before an administrative law judge 
who determines whether or not there are sufficient grounds to 
issue the C&D. Several months may pass before that decision is 
rendered. I disagreed with the staffs recommendation. I take re- 
sponsibility for choosing the supervisory directive over the cease 
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and desist. My reasons were: (1) the directive was a certainty; (2) 
we only had the results of a preliminary examination; and (3) the 
directive was effective immediately.” 

I believe, sir, that everything that was in the cease and desist 
was in the supervisory directive. I believe that examinations found 
out that the association complied with the supervisory directive. 
Consequently, we go the same results. 

I do not see why it is a problem. 

The Chairman. Well, there I must say I beg to differ. Even your 
statement reflects greater concern for the institution than the In- 
surance Fund, Mr. Mowbray. You might say that you didn’t have 
the final examination report but even after that was received there 
was no action. 

Again what this reflects to me even based on your own rationale 
is that you seem to be a lot more concerned about the institution 
first and foremost rather than the Insurance Fund which frankly is 
what you were charged to look out for. 

As President of the Topeka Bank you Alone were in a position to 
see both the supervisory reports filed on Silverado as well as the 
advances being drawn by the institution. Given the capital prob- 
lems detected at Silverado as early as 1981 and the supervisory ac- 
tions taken throughout the mid-1980's, why did you allow Silverado 
to continue to fund its high rate of asset growth through advances 
from the bank? 

I mean you were getting these examiners’ reports even late in 
the 1980’s — middle 1980’s on. 

You had these reports. They showed, every one of them was uni- 
form in their findings, yet you were still giving chunks of funds, 
millions of dollars to Silverado from the bank. 

Is there any explanation that we don’t have that you could offer 
us now? This is the one question that I find very difficult to resolve 
satisfactorily in your favor. 

It may be that you can enlarge and give us some explanation. 

Mr. Mowbray. Mr. Chairman, be happy to. 

I would like to sort of give you a general outline of the advance 
program or the lending program of the Federal Home Loan Banks 
during this period. 

Prior to the 1980’s, the Federal Home Loan Bank of Topeka 
made advances to member associations which concentrated in resi- 
dential lending. This was done in keeping with the approximate 
language of the Federal Home Loan Bank Act encouraging thrift 
in economical home financing. 

Legislation of the early 1980’s provided that thrifts could in- 
crease lending activities in areas other than residential finance. In 
part this supposedly was done to aid an industry which was suffer- 
ing from paying very high market interest rates on deposits while 
their portfolios contained low fixed interest rate mortgages. 

In fact, one chairman of the Federal Home Loan Bank Board 
here in Washington said that helping the thrifts by giving them 
these additional powers would improve their ability to help hous- 
ing. 

I believe that all Federal Home Loan Banks changed their ad- 
vance policies in the early 1980’s to reduce the housing emphasis. 
The implicit goal was to help associations to be profitable, thus 
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helping housing, and to make certain that the Federal Home Loan 
Banks protected their financial integrity. 

I would like to quote an October, 1985 Advances Guideline issued 
by the Federal Home Loan Bank Board as an indication of direc- 
tion of the Federal Home Loan Bank Board of which we were 
taking our leadership. 

I quote: “The Federal Home Loan Banks are encouraged to adopt 
policies which maximize the usefulness of the system to the mem- 
bers. 

The only limitations on the types and terms of credit offered 
should be those which protect the financial integrity of the bank 
and accommodate the practical constraints of the bank to obtain 
funds. Loans to Silverado were adequately conserved by collateral, 
pledged to the Federal Home Loan Bank of Topeka. 

Staff felt that the integrity of the bank was protected against 
loss because we had an excess of this adequate collateral to secure 
Silverado’s advances. Furthermore, Federal Home Loan Bank legal 
staff and outside counsel advised a separation of the lending and 
regulatory staff at the bank so that the lending decisions by the 
staff could not be based on insider information not available to 
other lenders. Consequently, lending staff based decisions on infor- 
mation which continued to show the Silverado had substantial net 
worth and had adequate collateral to protect the bank. 

The Chairman. So that your conclusion was that as the examina- 
tion reports were coming in, and you had access to them, you were 
privy to the supervisory and the examination reports and also the 
audits of the institution itself from its auditors, and those clearly 
revealed problems. 

You still on the basis of this directive from the Home Loan Bank 
in Washington infused millions of dollars of the bank’s resources to 
this institution. What you just said is that those were based on ade- 
quate collateral but the examinations were very troubling because 
they revealed the inadequacy of the same, not the abundance of it. 

So I think there may have been a confusion. 

Also, by that time the bank wasn’t in the home mortgage busi- 
ness, was it? 

What was the amount of lending on home mortgages by 1986, 
1987, 1988? Do you recall? 

Mr. Mowbray. Sir, I don’t have that information. 

The Chairman. Well, our information shows that they left it just 
like other institutions that we’ve had to review. 

One final question. In December 1988 you were told, mind you by 
then the bank or the Bank Board as I understand it, in December 
closed down Silverado, you were told by bank board Chairman M. 
Danny Wall that you would not — M. Danny Wall? Alas, poor 
Yorick, I knew him well — [Laughter.] 

The Chairman .That you would not be reappointed as the princi- 
pal supervisory agent for the Topeka district. In other words, he 
was firing you. 

In its investigation the committee has found no records such as 
staff memorandum or Bank Board meeting minutes explaining the 
reasons for the Bank Board’s decision not to reappoint you as prin- 
cipal supervisory agent. 
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Do you know if this was an action that Mr. Wall could take with- 
out consulting the other Board members, and what reasons were 
you given by Mr. Wall to explain why the Board failed to reappoint 
you as a principal supervisory agent for the Topeka district? 

Was it that you were, after the failure, the fall guy, or could you 
give us your side of that? 

Mr. Mowbray. Mr. Chairman, the chairman of the Bank Board 
at that time, Danny Wall, indicated that he had cleared this with 
the other Board members. 

I think that the question would be better directed to him as to 
why that decision was made. 

I obviously have a biased opinion as I think anyone in my posi- 
tion would be. The decision was his. It was not mine. 

The Chairman. But it hadn’t happened until after the insolvency 
of the institution was formally declared. 

Mr. Mowbray. That’s correct. 

The Chairman. OK. Well, I am going to pass on and defer to my 
colleagues. 

Mr. Leach. 

Mr. Leach. Thank you, Mr. Chairman. I share many of the con- 
cerns of the chairman, but let me just raise severed other perspec- 
tives. 

First, if the Congress had authorized more money for FSLIC in, 
say, October 1986, do you think an institution like Silverado or do 
you think specifically Silverado could have been closed sooner, and 
would it have been? 

Mr. Mowbray. Congressman Leach, the decision as when associa- 
tions were funded or made by FSLIC not by the local bank. I will 
say that I certainly think that the situation would have been im- 
proved in the whole country if we’d have had money sooner to 
close these associations. 

I would point out that our district also included the State of 
Oklahoma, which was severely depressed because of the energy sit- 
uation. At one time we asked that a couple of associations be mar- 
keted by FSLIC. They marketed them. No offers were given and I 
think we were told don’t send us any more because we don’t have 
any money and we can’t market them. That does have a certain 
effect upon staff trying to run a supervisory regulatory atmosphere 
in that area. 

Mr. Leach. Was the lack of resources a factor or not a factor in 
the Silverado issue? 

Mr. Mowbray. I think it was a factor. 

Mr. Leach. A significant factor. 

Mr. Mowbray. I cannot say how significant it was, because 
FSLIC made the decisions. 

Mr. Leach. I raise this just because, as we look at the history, I 
mean it strikes me increasingly that first loss is best loss, which is 
a term of art used by traders. 

Mr. Mowbray. That is correct. It would have saved us a lot of 
money if we could have closed it in August, in July, whenever. 

Mr. Leach. Fair enough. 

Let me ask a second issue. This was a State-chartered thrift? 

Mr. Mowbray. That is correct. 
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Mr. Leach. As I understand it, in virtually every State, including 
Colorado, State regulators had the power to close the thrift, too, 
didn’t they? 

Mr. Mowbray. That is correct. 

Mr. Leach. What exactly was your relationship with the State 
supervisors? I am struck by how involved the Topeka Federal 
Home Loan Bank was and how, in a way, uninvolved the State 
was. 

Did the State, in your judgment, adequately regulate this thrift? 
Was there a good mutuality of feelings? Did you have good rela- 
tionships with the State? Were you arguing one thing and they an- 
other? 

Mr. Mowbray. I do not think there was much disagreement, re- 
alizing, of course, that the Federal Home Loan Bank System really 
is the big daddy, because it has FSLIC. 

You know, the State, I think, sort of takes a back position in 
many of these items, as far as getting any closing done, because it 
realized it has to depend upon FSLIC. 

Mr. Leach. Now, the State regulator told us that he delayed clos- 
ing Silverado because of requests to do so from Federal regulators. 
Is that the case? 

Mr. Mowbray. That has — I think that is the same question that 
the chairman asked concerning the letter that I wrote, and 1 am 
pretty sure that was written — the only reason I would write that 
would be at the direction of FSLIC. 

Mr. Leach. I see. 

How long have you know Michael Wise? 

Mr. Mowbray. I met him in the early 1980’s, when he came in 
with an application, I think, which is indicated in my written testi- 
mony. 

Mr. Leach. Again, as we look in retrospect at this, it seems fairly 
amazing to me that Congress could have set up a structure in 
which we have a Federal Home Loan Bank System that had the 
right to give loans to institutions, also the right to regulate institu- 
tions, and that institutional managers sat on your Board of Direc- 
tors. 

Does that strike you as an irrational thing for protecting the 
public interest? 

Mr. Mowbray. Congressman Leach, any supervisory matters 
that we had were never discussed with the Board of Directors. That 
was to control the bank activities. It is not unusual, because it fol- 
lows, in part, although the numbers are slightly different, with the 
Federal Reserve System. 

Mr. Leach. Let me just conclude with a final series of observa- 
tions, and they tag on to what the chairman observed. It has struck 
me as extraordinarily dubious, if not unconscionable, to allow the 
percentage growth that occurred. Part of this growth seems to have 
been propelled at the regional bank board level because of the 
granting, in effect, of loans to these institutions by transferring, in 
essence, Federally-derived borrowings to make loans to institutions 
to grow. It is one thing to talk about growth in the rate-of-inflation 
kind of circumstance. 
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In the 1980’s, for example, it averaged about 4 percent. Yet, we 
are looking at a thrift that grew sometimes fourfold over a less- 
than-seven-year period, propelled by the Bank Board itself. 

Now, in retrospect, does that seem irrational to you? I mean do 
you think there are lessons for Congress in this, lessons for Federal 
regulations, lessons for how the Federal Home Loan Bank, now the 
OTS, is structured? 

Mr. Mowbray. Congressman Leach, I think it is the opinion of 
most people in the financial business that advances are a substi- 
tute for deposits and that when regulations on the amount of inter- 
est you can pay on deposits were lifted, an association either had a 
choice of borrowing from the Federal Home Loan Bank or going 
out and issuing CDs through brokers, and so forth, and it is our 
feeling that if they would not have received that money from the 
Federal Home Loan Bank, they probably would have increased 
their activities in the brokered CD market. 

Furthermore, I might suggest that FSLIC’s bill might have been 
greater if the money would have been raised that way. 

Mr. Leach. Let me just come back and ask for a sense of perspec- 
tive here, and my time has expired, so I will just be very brief. 

It is one thing to talk about a modest infusion for a short period 
of time, which is the model, frankly, of the Federal Reserve 
System, very careful, short, limited time withdrawals offered 
through banks. Your bank was making loans to institutions larger 
than the institutions were themselves 2 years prior. 

I mean you were creating quantumly different creatures than ex- 
isted 2 years before. You were doing it with money derived, in es- 
sence, from the taxpayer, because these are borrowings that came 
from the Federal Treasury through the Federal Home Loan Bank 
System. Then you made them available to the individual institu- 
tions. They were seldom followed by percentage increases in new 
capital to match the borrowings that were undertaken. All I am 
suggesting is that I think we had a Federal Home Loan Bank run 
amok of judgment. 

Now, I do not think it was the only Federal Home Loan Bank. I 
mean your only defense is others were doing the same thing You 
apparently were impelled by certain wording in directives coming 
from Washington. But I just think, in terms of lessons, this is one 
of the most egregious lessons in finance we have ever looked at, 
from a Congressional perspective. 

We are all kind of complicitous in this, but I wish you would 
kind of venture the judgment that maybe you erred. 

Mr. Mowbray. Congressman Leach, the raising of money by the 
Federal Home Loan banks is not done through the Treasury but is 
done through issuing Federal Home Loan Bank consolidated obliga- 
tions, which are issued in the open market. 

So, it is not Federal money that comes into the bank. 

Mr. Leach. Those obligations are, in effect, insured by the good 
faith and credit of the United States, because even though each of 
your Home Loan banks was jointly and severally on line for them, 
the assumption was, because you use the word “Federal”, that 
Uncle Sam would come to back them up. That assumption has 
proved to be the case, because Uncle Sam has come in to support 
these very notes. 
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Mr. Mowbray. Legally or legislatively, there is a line of credit 
that the Federal Home Loan Bank System has from the Treasury, 
but I do not believe that Federal Home Loan Banks ever — 1 do not 
know if it used that or not. I think it used it once to help Freddie 
Mac. 

Mr. Leach. Thank you. 

The Chairman. Mr. Annunzio. 

Mr. Annunzio. Thank you, Mr. Chairman. 

Mr. Mowbray, 1 have only 5 minutes for questions. My questions 
are short and factual in nature. I hope that you will keep your an- 
swers brief and responsive to the questions. 

My first question — when did you first become aware that Neil 
Bush was a director of Silverado? 

Mr. Mowbray. I do not remember. I think maybe someone men- 
tioned it to me. I cannot recall. 

Mr. Annunzio. You do not know. 

Mr. Mowbray. When I found out, it did not make a big amount 
of difference to me. 

Mr. Annunzio. Was the bank board aware — you were head of 
the bank board — that Neil Bush was a director at Silverado? 

Mr. Mowbray. I do not know if they were or not. 

Mr. Annunzio. Were you the chairman of the Bank Board? 

Mr. Mowbray. I was President of the Federal Home Loan Bank 
of Topeka. 

Mr. Annunzio. You were not aware whether one individual is a 
director or not? 

Mr. Mowbray. No, sir. That information as to directors came to 
people like Mr. Thompson and the supervisory agents below him. 

Mr. Annunzio. Are you aware of any discussions between you 
and the staff of the Topeka Bank and Chairman Wall of the Bank 
Board in which Neil Bush’s name was mentioned? 

Mr. Mowbray. We might have mentioned that he was a director, 
but I do not believe it had any difference with any actions that 
were taken. 

Mr. Annunzio. Did the discussions with Chairman Wall on Sep- 
tember 29, 1988, advise him that certain transactions undertaken 
by or on behalf of Neil Bush, as a director of Silverado, were of sig- 
nificant supervisory concern? 

Mr. Mowbray. What is the question, sir? 

Mr. Annunzio. The question is did the discussions with Chair- 
man Wall that you had on September 29, 1988, advise him that cer- 
tain transactions undertaken by or on behalf of Neil Bush, as a di- 
rector of Silverado, were of significant supervisory concern? 

Mr. Mowbray. I do not remember, sir. 

Mr. Annunzio. There is a lot you do not remember. 

On September 12, Topeka recommended that Silverado be trans- 
ferred to FSLIC. The Bank Board did not respond with a recom- 
mendation until October 21 — September 12 to October 21. Is that 
an unusually long time to get a response to a request to transfer an 
institution? 

Mr. Mowbray. I do not believe — I think that sort of time was 
usual. 

Mr. Annunzio. Will you repeat your answer? 

Mr. Mowbray. Yes, sir. 
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I say I think that length of time was usual. 

Mr. Annunzio. Is usual to get a response? 

Mr. Mowbray. Yes, sir. 

Mr. Annunzio. Over a month? 

Mr. Mowbray. Yes. 

Mr. Annunzio. You know, we are lucky in this country that this 
industry did not go under sooner. 

Mr. Mowbray. I do not 

Mr. Annunzio. We are really lucky. 

Mr. Mowbray. I disagree. I do not disagree. 

Mr. Annunzio. I know you disagree 

Mr. Mowbray. No, I do not. 

Mr. ANNUNZio.But I am very disappointed. A university profes- 
sor, a chairman of a Federal Home Loan Bank Board in Topeka, 
and you do not remember a hell of lot. I will tell you that. 

On October 20, the Colorado S&L Commissioner notified the 
Topeka Bank that he wanted to place Silverado into conservator- 
ship at the end of October. Three days later, the Board called 
Topeka and asked for a 2-month delay, in closing Silverado. Was 
such a request unusual? 

Mr. Mowbray. No, sir. 

Mr. Annunzio. On this particular question, I notice I got a very 
quick response. 

October 20 is when the Commissioner notified Topeka. Three 
days later, the Board called Topeka and asked for a 2-month delay 
in closing Silverado. 

The other questions that I proposed to you — where it took you 3 
months to get an answer — but in this particular case, you got an 
answer in 3 days. 

Mr. Mowbray. I did not do the communication with Washington. 
I assume that was done by the supervisor in charge. 

Mr. Annunzio. The October 24 telephone request from Washing- 
ton, the delay in closing Silverado, was that unusual, given the Oc- 
tober 21 memo agreeing to accept the Silverado transfer made no 
mention of a delay? 

Mr. Mowbray. I do not believe so. 

Mr. Annunzio. You do not believe that was an unusual request; 
is that your answer? 

Mr. Mowbray. I am sorry. Maybe I did not understand the ques- 
tion. 

Mr. Annunzio. Why wasn’t the request from Washington asking 
for a delay in Colorado declaring Silverado insolvent in writing, in 
other words, you have had a series of telephone conversations. Did 
you ever get anything in writing from Washington? 

Mr. Mowbray. I do not believe a request for delay was made. We 
have received things in writing. 

Mr. Annunzio. Did you think at the time that the requested 
delay closing Silverado had any link to the involvement of Neil 
Bush in Silverado, or the upcoming 1988 Presidential election? 

Mr. Mowbray. No, sir. 

Mr. Annunzio. You do not think so. How many other requests to 
defer closings on insolvent institutions do you recall receiving? 
One, two, three, five, six, ten, twelve? 
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Mr. Mowbray. I cannot give you a number. But I imagine it 
would be 5 or 6, at least. 

Mr. Annunzio. How much money did Silverado lose between 
September 12 when the first recommendation to close Silverado 
was made and December 9, when Silverado was finally closed? 

Mr. Mowbray. That information needs to be provided by OTS. I 
cannot give that information. 

Mr. Annunzio. How much of that was lost after October 31, the 
date on which Colorado proposed closing Silverado? 

Mr. Mowbray. That also would have to be provided by OTS. 

Mr. Annunzio. To tell you that I am gratified by your answer is 
I just cannot figure out what you were doing as president of that 
bank. 

The Chairman. The time of the gentleman has expired. Mr. 
Parris. 

Mr. Parris. Mr. Mowbray, you say on page 9 of your testimony, 
and you are under oath as you know, quote: “My actions in the 
case of Silverado were not different because Mike Wise had served 
on the board of the bank that you were the President of.” Is that 
correct? 

Mr. Mowbray. Yes, sir. 

Mr. Parris. You say: “Nor were there supervisory lapses because 
Neil Bush was a member of the association’s board.” Is that cor- 
rect? 

Mr. Mowbray. Yes, sir. 

Mr. Parris. “I have never met Neil Bush and I never received 
any official or unofficial inquiries on his behalf.” That is your 
statement. Is that correct? 

Mr. Mowbray. That is correct. 

Mr. Parris. Your attitude you say is: “I have a job to do and I 
intend to do it.” Unquote. Is that correct? 

Mr. Mowbray. That is correct. 

Mr. Parris. Mr. Mowbray, did Neil Bush’s presence on the Sil- 
verado board of directors ever influence any of your decisions with 
respect to Silverado? 

Mr. Mowbray. No, sir. 

Mr. Parris. Was there ever any political pressure that you are 
aware of that you can share with us in regard to your official ac- 
tivities as president of the Federal Home Loan Bank? 

Mr. Mowbray. Are you asking totally or with regard to Silver- 
ado? As with regard to Silverado, no. 

Mr. Parris. I’m talking about Silverado or any of the persons in- 
volved. 

Mr. Mowbray. No. No political pressures. No political pressures. 

Mr. Parris. All right, sir. 

I would like to go back to the question of Mr. Weiss, who was the 
President of the bank prior to the March meeting in which some of 
your staff got together and said that if you are going to do any- 
thing about Silverado, call me. That was the general thrust, or the 
understanding. Correct? 

Mr. Mowbray. My conversation with regard to that action was 
entirely with Mr. Thompson, who is sitting to my right. And he 
communicated with the other people. 
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Mr. Parris. I understand that. That is what I am getting at, Mr. 
Mowbray. 

Now, you said, if they are going to have a meeting, although you 
were not there for what you call good and sufficient legal reasons, 
at least, that would not complicate the relationship between the 
bank and Silverado, as I understand it. Just give me that one, 
whether it is worth it or not. 

Mr. Mowbray. That was not the reason I was not there. 

Mr. Parris. Why were you not there? Briefly. 

Mr. Mowbray. I think that we were going to have about 12 or 15 
people there from Washington and from our staff. We thought it 
would overpopulate the room in which they were meeting. 

Mr. Parris. That was not Custer’s last stand exactly, was it? I 
mean, “Where did all the Indians come from?" One more would 
not have made any difference, would it? 

Mr. Mowbray. I do not know. 

Mr. Parris. Do you not have chairs in the place? What is the 
problem? 

Mr. Mowbray. It was suggested to me by Mr. Thompson that I 
not be there because he thought that we was trying to cut down on 
the number of people that would be there. 

Mr. Parris. OK. Let me ask you specifically, did you ever consult 
with Mr. Wise prior to that meeting about the situation at Silver- 
ado, in regard to the meeting? 

Mr. Mowbray. No, sir. 

Mr. Parris. I am reading from a memorandum dated February 
17, 1988, which I would ask unanimous consent to insert in the 
record, Mr. Chairman. 

The Chairman. Is there any objection? 

[No response.] 

The Chairman. Hearing none, so ordered. 

[The information referred to can be found in the appendix.] 

Mr. Parris. And it is from Jack Grace and Dennis Lacey, part of 
your staff, or excuse me, auditors. I am sorry. Auditors. 

And it says: “They characterized the March 10, 1987 meeting 
with the Federal Home Loan Bank as a meeting that should not 
have been held — ” and so forth. 

Quote: “Mike stated” — and that is Mike Wise — “stated that 
when he became aware of the meeting, he called Dr. Mowbray, 
President of the Topeka Federal Home Loan Bank Board.” Is that 
not correct? 

Mr. Mowbray. I do not remember. I certainly do not remember 
that. But maybe he did. 

Mr. Parris. Quote: “Mowbray told Mike he knew of no such 
meeting.” 

Did you now know of the meeting on March 10, 1987, when your 
staff and Mr. Johnson 

Mr. Mowbray. I certainly 

Mr. Parris. Well, it says: “Mowbray told Mike he knew of no 
such meeting.” Is that incorrect? 

Mr. Mowbray. I think I disagree with what is in that letter, sir. 
I think it is wrong. 

Mr. Parris. OK. So all of this is not factual. 

Mr. Mowbray. Yes, sir. 
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Mr. Parris. Thank you. Now, Mr. Mowbray, on page 8 of your 
testimony, you indicate that, and the chairman pursued this line of 
questioning very briefly with you, that Mr. Wall, Danny Wall, indi- 
cated you could stay as president of the bank but you were not the 
supervisory agent any more. That is a year and a half after Silver- 
ado was the beneficiary of some disciplinary action on the part of 
the Federal Home Loan Bank Board. 

Can you tell us why? I do not care what the Federal Home Loan 
Bank Board thought. What did you think? Why did they not con- 
tinue in that supervisory capacity? 

Mr. Mowbray. I thought that I was the fall guy. 

Mr. Parris. You were going to take the fall for everybody else? 

Mr. Mowbray. Yes, sir. 

Mr. Parris. Do you still believe that? 

Mr. Mowbray. Yes, sir. 

Mr. Parris. My time has expired, Mr. Chairman. Five minutes is 
an exceedingly snort time around here. 

The Chairman. The Chair has been very liberal with the mem- 
bers that have preceded you. If you have one question you just feel 
you have to ask at this point for continuity’s sake, the Chair will 
recognize you for an additional minute. 

Mr. Parris. Mr. Chairman, you are, as always, gracious and gen- 
erous with the time. I have one question, and I will be very brief. 

The Chairman. The Chair will recognize the gentleman. 

Mr. Parris. I am grateful to the chairman for that. 

On page 6, Mr. Mowbray, of your testimony, you talk about: Sil- 
verado’s officers were not terminated because they held lucrative 
employment contracts, golden parachute provisions, so forth. That 
would, if those were recognized, it would increase losses of the asso- 
ciation, and only a receivership would avoid the projected losses 
triggered by the removal of the officers, directors, whatever. 

Could that be any portion of your reasoning as to why the insti- 
tution was not closed? 

Mr. Mowbray. No. 

Mr. Parris. Did that come into your consideration at all? 

Mr. Mowbray. I think the reason it was not closed was FSLIC 
did not have the staff or figure it was time for it to be closed. 

Mr. Parris. Or they did not have the money to pay off the depos- 
its? 

Mr. Mowbray. I think they had the money, sir. I think there was 
such a big backlog that had been building up for a long period of 
time. 

Mr. Parris. That is what you called a “queue,” right? 

Mr. Mowbray. That is correct. 

Mr. Parris. This was not any bigger deal than the 12 or 15 or 20 
others that you had in your office at the time. Is that where we 
are? 

Mr. Mowbray. Except it was bigger. 

Mr. Parris. Thank you, Mr. Chairman. You have been most gen- 
erous. 

The Chairman. Thank you, sir. Ms. Oakar. 

Ms. Oakar. Thank you, Mr. Chairman. 

Mr. Mowbray, I am going to cite some of your comments in your 
testimony, since you want to pretty much stick to that, and do not 
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seem to want to answer questions that are related to other issues 
that you have not stated. So let me ask you, on page 3, you indicate 
that the staff recommended, your staff, with your concurrence, that 
the application of Mr. Wise, and you mentioned the first time you 
met this gentlemen, not be approved, but that Washington, at the 
Federal Home Loan Bank Board, overruled you. Is that correct? 

Mr. Mowbray. It was Federal Home Loan Bank Board’s decision. 
It was not mine. We made a recommendation. The Federal Home 
Loan Bank Board, evidently the staff, made a recommendation 
which was different from ours. And — 

Ms. Oakar. But they overruled what you recommended, right? 

Mr. Mowbray. That is correct. 

M 3 . Oakar. Is that not what it says in your testimony? 

Mr. Mowbray. Yes. 

Ms. Oakar. Who was the chairman of the Federal Home Loan 
Bank Board then? 

Mr. Mowbray. I believe it was Dick Bratt. 

Ms. Oakar. OK. 

Mr. Mowbray. I do not have the chronology of the exact time. I 
believe that is when it was. 

Ms. Oakar. All right. Well, I think it is important. I personally 
think that is important to know. 

And then you go on to talk about the fact that you overruled 
your staff on the cease and desist issue. 

Where was Mr. Wise in this whole — I will ask him as well when 
he testifies — where was he? Was he on some advisory committee to 
the Federal Bank Board, or where was he in terms of placement? 
Was he giving recommendations to the Board; was he appointed to 
any committees; did you have anything to do with his appoint- 
ment? 

Mr. Mowbray. I believe that he was not on my board in 1986 or 
the board of Federal Home Loan Bank of Topeka. I believe that he 
was involved with the trade organization, the United States League 
of Savings Institutions. I believe that he was also on some sort of 
consumer board for the Federal Reserve System. And I think sever- 
al years earlier, at his request, I had suggested that I thought he 
would make a good member because he was an articulate man. 

Ms. Oakar. So, you recommend for him some of these member- 
ships? 

Mr. Mowbray. Yes, for that one, I believe I recommended him 
for that one, yes. 

Ms. Oakar. Did he specifically ever talk to you about this cease 
and desist action, this legal process, at all? 

Mr. Mowbray. No, never. 

Ms. Oakar. Never? 

Mr. Mowbray. No. 

Ms. Oakar. Now, you mention on page 6 — and this is of great in- 
terest to me, because, Mr. Chairman, Friday, the taskforce that has 
been set up that Bruce Vento chairs, of which I am privileged to be 
a member that oversees RTC, asked a series of questions based on 
this point that you make, and it’s amazing to me. 

On page 6, you say at the very bottom of the last paragraph, 
“Once the Association was determined to be insolvent, it was 
placed in the queue for FSLIC resolution. Silverado's officers were 
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not terminated because they held such lucrative employment con- 
tracts with golden parachute provisions. Firing these officers would 
result in substantial payments to these individuals which would 
only increase the losses for the Association.” 

Do you feel that you had nothing to say about these huge golden 
parachutes? I mean, you had something to say about the house. 
You indicated in your statement that you wouldn’t allow them to 
pay for one of the officer’s homes. Why couldn't you say something 
about these golden parachutes? 

Mr. Chairman, for the record, I think it’s important to note that 
RTC is still allowing these banks that have gone under and these 
golden parachutes. These huge deals, these huge pensions and ben- 
efits are being paid to these people who oversaw fault institutions, 
being paid by taxpayers. I mean, it’s unbelievable. As we speak, 
this is happening. This was brought out at the taskforce that Mr. 
Annunzio set up on Friday. 

Don't you think you should have said something about this? I 
mean, is that a reason to act the way you did, because they had 
these pension plans or these deals going for themselves and so you 
allowed the same people that ran this institution into the ground, 
that expanded this institution? It was during the decade that you 
oversaw the Federal Home Loan Bank Board in that region. That’s 
why you're here. 

I mean, nobody likes to put anybody on the spot, but you’re here 
because it was under your era that this whole period took place in 
which they had enormous expansion and 61 percent of it was high 
risk commercial loans. You saw these golden parachutes. What 
kind of golden parachutes? Give us an idea of what kind of benefits 
these people had? Do you remember? 

Mr. Mowbray. I can't tell you exactly. 

Ms. Oakar. Well, you have it in your statement. Now, come on, I 
don’t buy that you can’t tell us, because it’s in your statement. 

Mr. Mowbray. Madam, it’s in my statement. 

Ms. Oakar. Could you provide that for the record? 

Mr. Mowbray. I would be glad to — I think that you should ask 
OTS for the exact 

Ms. Oakar. Why should I ask OTS when you were the overseer 
of the Bank Board and you were the one that said that you didn’t 
feel that these officers could be terminated because they had this 
lucrative employment deal; so let the same irresponsible misman- 
ages oversee this institution, just because they had a high priced 
pension or some kind of package that probably was in the hun- 
dreds of thousands. As a result, these banks maintained the same 
individuals. 

I mean, it’s — don’t you accept — is there anything that you would 
have done differently today, if you were still — if you could act over 
again, would you do anything differently, or would you let this 
bank just go on its merry way? Overruling your staff? Seeing 
Washington overrule you, by your own admission? 

Mr. Mowbray. As far as — I have — you know, I don’t have any- 
thing to say when Washington overrules me. 

Ms. Oakar. Is there anything you would, with your actions, you 
as Chair of that Board — that’s a very prestigious position; would 
you have done anything differently, in retrospect? 
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Mr. Mowbray. Hindsight is always 20/20, as they usually say, 
and I probably — you know, if we knew that it was as bad as it was, 
different actions would have been taken. 

Ms. Oakar. I have one last question. I notice today that the Su- 
preme Court is going to hear a case that relates to those individ- 
uals who oversee government agencies relative to the S&L crisis. I 
wonder if Mr. Thompson thinks that that’s appropriate; that the 
Court hears cases like that? 

Mr. Thompson. I’m sorry? 

Ms. (Dakar. Do you think it’s appropriate for the Supreme Court 
to hear cases related to mismanagement that may have taken 
place by those in supervisory positions that relate to Boards like 
you were on or like the one that Mr. Mowbray was on? 

Mr. Thompson. I haven’t been on any board, but I don’t know 
why it would have to get that far in the system that the Supreme 
Court would have to rule on it. 

The Chairman. Will the gentlelady yield to me there? 

Ms. (Dakar. I’d be happy to yield, Mr. Chairman. 

The Chairman. I know of no case that the Supreme Court would 
be entertaining that wouldn’t have some justifiable cause. It would 
have to be based on some controversy. 

Ms. (Dakar. Well, it’s my understanding — and I read it pretty 
quickly this morning — that they’re considering a case that relates 
to people who are in supervisory capacities, whether or not they 
will be held responsible for some of the problems that brought 
about default. 

The Chairman. Well, the Supreme Court, of course, exercises au- 
thority on any justifiable case, based on a legitimate controversy. 
As I understand it, this is a suit brought by stockholders in some 
institutions, so that that’s the basis of the suit. 

To ask Mr. Thompson whether it’s proper for the Supreme Court 
to do that, I think, is not a proper question, if I may respectfully 
correct that. 

Ms. (Dakar. Sure. 

The Chairman. It isn’t a question of what we think the Supreme 
Court has a right to do; the Constitution sets that out. 

Ms. (Dakar. Let me rephrase that, Mr. Chairman, if I might. 

The Chairman. All right. 

Ms. (Dakar. Do you think people in supervisory capacities, either 
from the Office of Thrift Management or FSLIC should bear any 
responsibility for the failure of the S&Ls or this particular institu- 
tion. Do you feel that you’re responsible for some of the failure? 

Mr. Mowbray. Are you asking me or Mr. Thompson? 

Ms. Oakar. Both of you. I didn’t get a copy of Mr. Thompson’s 
statement to peruse in advance, but I did get your’s which I was 
grateful for. 

Do you think there’s any responsibility that any of you gentle- 
men bear at all? 

Mr. Mowbray. Ms. Oakar, I would suggest that there are lots of 
people who have responsibility. All of us, if we look at what we 
have done, might have done one or two things or even more than 
that in all of our experiences which we would like to have changed. 
There are lots of other reasons why it cost the public so much 
money, and one of them is because of the underfunding of FSLIC. 



33 


Another one is legislation concerning liberalization of what 
thrifts could do during this period. You know, we can go on and on 
about that. 

Ms. Oakar. Well, it seemed to me that your staff, by your own 
admission,— you know, in your testimony — was acting somewhat 
prudently. They were recommending that this institution not go on 
its merry way. 

In one instance, Washington overruled your concurrence. In an- 
other instance that you mention — and there were probably other 
instances — but you mentioned these in your testimony. In another 
instance, you overruled your staff relative to a cease and desist 
order. I mean, that's a pretty powerful order. 

When a staff recommends that they have to stop their activity, 
that’s pretty tough and you overruled them. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Mr. McCandless. 

Mr. McCandless. I would simply comment that the purpose of 
this hearing is to find out what is necessary in the way of manage- 
ment, directors, outside auditors and Federal regulators in protect- 
ing the institutions involved. I would try to address myself to that 
issue with Mr. Mowbray. 

A great deal has been said here this morning about the possibili- 
ty of a political figure, a phone call, something in the way of a cor- 
respondence having directly or indirectly played a role in the histo- 
ry of Silverado and your institution in Topeka. Did any political 
figure contact you in any form, be it a member of the House, the 
White House staff, be it a member of any cabinet, be it a member 
of any agency, regulatory or otherwise, relative to the events lead- 
ing up to the closing of Silverado. 

Mr. Mowbray. No, sir. 

Mr. McCandless. Your answer was no; is that correct? 

Mr. Mowbray. No, sir, yes. 

Mr. McCandless. The name of one of the directors has been very 
prominent in both of our hearings. Was that director in any way 
responsible for any of the actions of your agency as a political 
figure, would you have or would any of the members of your insti- 
tution have treated this situation any differently, had there not 
been that director on the Board? 

Mr. Mowbray. No, sir. 

Mr. McCandless. Thank you. I’d like to talk a little bit about the 
queuing list that we referred to earlier. I’m going to throw out 
some observations. You share with me your thoughts on them. If 
we have — I believe you said you had 17 on the list at one time in 
your area of jurisdiction, but maybe it was a different figure. 

Obviously if the figure, 17, is correct or whatever it is, they rep- 
resent various areas of loss, break-even or whatever might be the 
case. Isn’t there some kind of a staff review within the framework, 
along with management, as to; we better take care of No. 10 before 
we take care of No. 7, because No 10 has a potential loss greater 
than and so therefore, the queuing would be based upon potential 
loss, rather than the date at which it came on the list? 

Mr. Mowbray. I’m sure there is. 

Mr. McCandless. Well, in the case of Silverado, can you give me 
an idea of the queuing list and how Silverado played on that? Did 
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you have other institutions that had greater potential losses than 
Silverado at the time it was placed on the list? 

Mr. Mowbray. I don’t believe that we had any associations that 
we were waiting to liquidate or put through receivership that had 
greater losses than Silverado. Again, I must say that the decision 
as to when that payout is going to be, regardless of how much we 
would be talking about to FSLIC, that decision is made at the Fed- 
eral Home Loan Bank Board — or was made at the Federal Home 
Loan Bank Board Office of FSLIC. 

Mr. McCandless. So that I understand you, the queuing list is 
made by FSLIC? 

Mr. Mowbray. That’s correct. 

Mr. McCandless. You are not the instrument by which the list is 
developed? 

Mr. Mowbray. That’s correct. We supply the information and 
they determine what’s going to happen on what date. 

Mr. McCandless. OK. Is there a weakness in the regulatory 
system, as you perceive it, when Washington makes a determina- 
tion based upon what you locally have gathered in the way of infor- 
mation, as to a queuing list? 

Mr. Mowbray. Well, I think it would have been better if it were 
a joint decision, but it was not. 

Mr. McCandless. It, meaning the one? 

Mr. Mowbray. The one decision is made by FSLIC, usually with- 
out that much discussion with local officials. 

Mr. McCandless. Now, I have reference to the entire queuing 
list, not just one member of it that we’re discussing now. The whole 
queuing list was, in your case — each decision that made up that 
queuing list was made by Washington without consultation? 

Mr. Mowbray. Limited consultation. 

Mr. McCandless. Can you refresh my memory? You had it in 
your opening statement. How many institutions were involved on 
that list? 

Mr. Mowbray. I didn’t give the list of the number of associa- 
tions. I think that was Mr. Thompson. 

Mr. McCandless. Could Mr. Thompson be of help to us. Is 17 cor- 
rect? 

Mr. Thompson. No. I said that when I started with the bank, 
there were 175 institutions and 11 were identified as significant su- 
pervisory cases. Those 11 on a significant supervisory case list have 
nothing to do with the queuing list back at FSLIC. Some of those 
cases may not have even been transferred to FSLIC yet. Those 
were just institutions that were identified as problems in the 
Topeka district. 

Mr. McCandless. Did you have subcategories on the 11 from 1 to 
5 or something like that: One, do something immediately; 5, it can 
be put off? 

Mr. Thompson. There would have been, yes. 

Mr. McCandless. What type of system did you use? 

Mr. Thompson. The queuing list; when we felt that the institu- 
tion was insolvent and we had them under consent agreement, 
ready for an action, we would recommend the action and recom- 
mend transfer to FSLIC. The FSLIC will accept transfer and then 
FSLIC would put it in their queue, recognizing that there are 12 
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district banks and many other institutions from that district in 
that queuing list. 

So they knew what their cashflows were. They knew what funds 
they had available, what resources they had, manpower and dollar- 
wise, to handle the cases that had been sent back and transferred 
to them. They were responsible for making those decisions as to 
which cases were going to be handled first, second and later. 

They had the whole information; we only had a piece of the in- 
formation. That piece of the information was the problem institu- 
tions in our district. 

Mr. McCandless. Of the 11 that we’re talking about, how many 
of them turned out to be insolvent? 

Mr. Thompson. Probably all 11 of those. We’d have to go back 
and look, but I would guess all of them were. 

Mr. McCandless. 111686 were sent back to FSLIC. Ultimately 
FSLIC acted or reacted and the action was taken by directing you 
to take what action it was that 

Mr. Thompson. In conjunction with the FSLIC staff, we would 
have either liquidated, transferred deposits, merged, whatever the 
action was; that’s correct. 

Mr. McCandless. Is this centralization of authority, as we’ve 
been talking about in Washington; is that helpful or harmful to a 
regional bank such as your’s in being able to move and move quick- 
ly? 

Mr. Thompson. I’d say, generally speaking, it’s harmful, but they 
are the ones that have the resources from a dollar standpoint to 
deal with the cases, so they’re the ones that really have to make 
those decisions, looking at the total country and not just one par- 
ticular district bank. 

Mr. McCandless. My time is almost up. Less centralization, 
more decentralization with certain levels of increased authority 
would have helped in the Silverado situation and you would have 
been able to move a little more rapidly? 

Mr. Thompson. I believe that’s possibly correct. The problem 
with that is that you would have to divvy up the funds available 
for disposition of cases on a decentralized basis. I doubt seriously if 
the insurance corporation would do that in any situation that’s 
going to take a substantial amount of money to solve the case. 

You might want to have a system which will allow you to deal 
with institutions that are $25 million or $50 million problems and 
deal with those on a regional basis, versus a centralized basis. 
You’d be able to react more quickly and responsive and resolve the 
cases and ultimately save money. 

Mr. McCandless. Thank you, Mr. Thompson. Thank you, Mr. 
Mowbray. 

The Chairman. Thank you, Mr. McCandless. Mr. Barnard. 

Mr. Barnard. Thank you, Mr. Chairman. Mr. Mowbray, when 
was the supervisory responsibility transferred to the regional Fed- 
eral Home Loan Banks? 

Mr. Mowbray. If you’re talking about the examiners, they were 
transferred, I believe, in 1985, in July. 

Mr. Barnard. July 1985? 
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Mr. Mowbray. As far as being supervisory agents, I think that 
had been going on even before I became an employee of the Feder- 
al Home Loan Bank of Topeka. 

Mr. Barnard. Well, what was the difference between the — what 
did you all do differently after July 1985 that you were doing 
before July 1985? 

Mr. Mowbray. Well, we at least doubled the examination force. 

Mr. Barnard. Were you still conducting examinations prior to 
July 1985? 

Mr. Mowbray. Prior to July 1985, the examinations were under 
the control of the Federal Home Loan Bank Board. 

Mr. Barnard. Out of Washington? 

Mr. Mowbray. Yes, sir. They submitted their examination report 
to us. Subsequently 

Mr. Barnard. Did they send the examiners out from Washington 
into the various areas to complete the examinations? 

Mr. Mowbray. There was a district director of examinations who 
was located in Topeka as in each of the other Federal Home Loan 
Bank districts. 

Mr. Barnard. Well, then, who had then the ultimate responsibil- 
ity of supervision up until 1985? 

Mr. Mowbray. Examinations were under the control of the Fed- 
eral Home Loan Bank Board. Supervision was under the Banks, 
and we reported to the Federal Home Loan Bank Board, the Office 
of Examinations and Supervision, I believe the office was called at 
that time. 

Mr. Barnard. Of course, we all know how this came about in 
1985. It was because of the fact that the OMB was not giving the 
Home Loan Bank Board sufficient funds to carry out the supervi- 
sion and examination and OPM, the Office of Personnel Manage- 
ment, was not giving the Home Loan Bank Board sufficient funds 
to hire the necessary examiners; am I wrong there? 

Mr. Mowbray. You’re entirely correct. 

Mr. Barnard. Therefore, this responsibility was transferred ulti- 
mately — I mean, completely to the regional banks? I’m confused 
though. I don’t know how much responsibility. 

You said you had supervisory authority before 1985, and you had 
even more supervisory authority after 1985. I have a little difficul- 
ty there trying to determine what was the difference? 

Mr. Mowbray. The difference was that we did not have control 
of the examination process. 

Mr. Barnard. OK, so you did not actually sent your people in to 
do the examination? 

Mr. Mowbray. No, we would recommend that they go into cer- 
tain places and they usually went where we recommended they go, 
but as far as having control of them, no. 

Mr. Barnard. Did the Federal Home Loan Bank in Washington 
normally follow, to the letter, your direction as to who should be 
supervised? 

Mr. Mowbray. I believe so. 

Mr. Barnard. On what basis did you send them in? 

Mr. Mowbray. If we found out information or heard through an 
unofficial gossip line that something was happening that needed to 
be looked into. 
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Mr. Barnard. You really didn’t have any direct line of responsi- 
bility, except rumor and hearsay? 

Mr. Mowbray. We also received monthly reports on associations 
and if things looked like they were doing — this was prior to 1983, 
at least — if something was going on in an activity sense, we would 
say, hey, maybe we better go look at that. 

Mr. Barnard. There is a very important law on the books called 
the Control of Management Act. We have found, throughout ex- 
aminations, in Penn Square — whether it was a national banking 
system or whether it was a state banking system or whether it was 
a Federal Home Loan Bank System, we found that there was very, 
very little attention given to the change of control or the Change of 
Management Act. 

Who was responsible for the Change of Management Act? Was it 
the Federal Home Loan Bank in Washington, or was it the region- 
al Federal Home Loan banks? 

Mr. Mowbray. When management was changed, information 
was supposed to be sent to the Federal Home Loan Bank, to the 
principle supervisory agent. 

Mr. Barnard. I notice you used the word “supposed”. 

Mr. Mowbray. Occasionally, it was not. 

Mr. Barnard. Occasionally, it was not, which brings me to this 
question. What did you know about Ron Raney when Ron Raney 
became the manager of Mile High Circle S&L? Was any examina- 
tion done as to his capabilities and qualifications to be the manag- 
er? 

Mr. Mowbray. I do not believe so. 

Mr. Barnard. Well, isn’t that a violation of the law? 

Mr. Mowbray. I do not know. 

Mr. Barnard, I was not in the supervisory process at that time. 

Mr. Barnard. I am just trying to find out who was really respon- 
sible for carrying out this particular provision of the law? Was it 
the Washington or was it the Topeka? 

Mr. Mowbray. No. I think they were supposed to report to us, 
although I am not sure when the Change of Control Act really 
went into effect. 

Mr. Barnard. What about Mr. Wise, when Mr. Wise became the 
CEO in 1978? Do you recall any change-of-management examina- 
tion made of Mr. Wise? 

Mr. Mowbray. We did not make examinations of associations as 
a result of a change in control. Mr. Wise came highly recommend- 
ed as a result of being in another association in our district. 

Mr. Barnard. Was this neglect of carrying out this very impor- 
tant provision of the law, was it neglected because it was such a 
closely-interpreted provision that it just did not seem to be impor- 
tant? 

Mr. Mowbray. No, sir. I believe that, at times, we were very 
strict about change of control. In part, you could also say the 
reason you do not send examiners in is because you do not have 
enough of them. 

Mr. Barnard. Well, it worries me, Mr. Chairman, because it 
looks like to me, repeatedly throughout all of this, you know, we 
had the situation where a secretary became president of a savings 
and loan association in Texas, just at the whim of the owner, and it 
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looks like, to me, that we have had a very grievous neglect of some- 
thing that the Congress felt very, very important years and years 
previous, when it came to the fact is that we should know who is 
taking control of these institutions from time to time, regardless 
who buys them. We ought to know who is in charge. 

Mr. Neal of North Carouna. Will the gentleman yield to me? 

Mr. Barnard. Yes, I will yield. 

Mr. Neal of North Carolina. I am just curious. Why don’t you 
have enough examiners? 

Mr. Mowbray. I think Congressman Barnard brought that up. It 
is as a result of — Chairman Gray continually — of the Federal 
Home Loan Bank Board — continually requested to obtain more ex- 
aminers, and OMB turned him down. 

Mr. Neal of North Carolina. Isn’t that a major cause of this 
whole problem? 

Mr. Mowbray. Yes, sir. 

Mr. Neal of North Carolina. I mean a major cause, probably 
80 percent of the overall problem that is costing the American tax- 
payers hundreds of billions of dollars, is because of lack of supervi- 
sion. 

Mr. Mowbray. We had associations — loan associations were 
given all sorts of new powers, and we did not have the available 
manpower to see what they were doing. 

Mr. Neal of North Carouna. Could not get it from the admin- 
istration. The administration did not want to supervise. 

Mr. Mowbray. That is correct. 

Mr. Barnard. If I might retain my time, I think that if you will 
go back, Mr. Neal, and the committee will go back to the testimony 
that Mr. Gray himself offered to this committee when he testified, 
he indicated the fact is that it took members of Congress going to 
bat for him in order to finally get this authority to — in fact, there 
was a threat to Mr. Gray by OMB that if he carried out this trans- 
fer of responsibility that he was going to be cited, and that finally 
went by the board, but it was an interesting conflict going on 
within the administration at that time of how to further protect 
the solvency of the industry. 

Mr. Neal of North Carouna. He was called a disloyal Reagan- 
ite I am told. Is that not correct? 

Mr. Barnard. Well, he was not held in great regard. I must say 
that. 

Ms. Oakar. Will you yield? 

Mr. Barnard. I would be glad to if the chairman will give me 
the time. I do not have the time. 

The Chairman. The Chair has been very liberal, and since others 
have consumed about the same amount of time, the gentleman is 
recognized an additional 1 minute. 

Mr. Barnard. I will be glad to yield. 

Ms. Oakar. Well, I was just going to make the point that when I 
chaired a compensation subcommittee for Federal employees, we 
found that 88,000 Federal employees in various kinds of work were 
transferred, some from the supervisory areas of banking institu- 
tions, to the Pentagon activities — 88,000 transfers, let alone the 
RIFs and the failure to replace retirees and so on — and so, there 
was a terrific shortage, and that probably contributed to it, as well. 
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Mr. Barnard. Mr. Chairman, I have one little short question, if I 
might, to pose to Mr. Mowbray. 

The Chairman. Yes. The gentleman is recognized. 

Mr. Barnard. Mr. Mowbray, the fact that you, as a regulator, ul- 
timately, did not really have the power, as far as cease and desist 
was concerned, and we finally, in Title 9 of the FIRREA bill, we 
strengthened that cease and desist — was the fact that you really 
did not have the power, through C&D, to change management, to 
increase capital, and to do all of those things in surviving institu- 
tions, did that give you a general feeling of apathy that regardless 
of what you did, it was not going to make any difference? 

Mr. Mowbray. I think all regulators were very pleased to get the 
new power in FIRREA, because at times, we felt sort of like a 
toothless tiger. 

Mr. Barnard. Do you think that was generally felt throughout 
the regulatory process? Well, so what, we do not have the power to 
do it, even if we — and maybe that cause more laxity than should 
have been. 

Mr. Mowbray. It was frustrating. 

The Chairman. If the gentleman will yield to me here, two 
things that we must clarify that have been brought up, and I do 
not want to leave the impression — on the golden parachutes, I was 
puzzled by the statement made that they were being countenanced, 
and in the case here, in the S&Ls and, particularly, the S&L in 
question, the fact is that the Board and the bank had the power to 
recommend the cancellation of those contracts, and they did so, 
and as far as we know, FSLIC complied and cancelled those con- 
tracts, those golden-parachute contracts. 

In the case of the banks, I know that since 1987, the assumption 
of the chairmanship of FDIC by Mr. Seidman — I met with him. I 
was not a member of the subcommittee at the time but I was rais- 
ing the issue since Continental Illinois, where you did have golden 
parachutes, and one of the biggest claims to the honor and fame 
for Mr. Seidman is that he did effectively put a stop to golden-para- 
chute arrangements. 

So, now, you might have had, in some cases like the American 
Continental, not golden parachutes but maybe tin parachutes, but 
not golden parachutes. 

Mr. Barnard. I thought you were going to say platinum. 

The Chairman. Also, in the case you raised, Mr. Barnard — I 
think it is very important — as you will recall, the unpopularity of 
Mr. Gray, even when he appeared before this committee last Octo- 
ber, actually went back to that period of time in which he was dog- 
gedly trying to get the Congress to — he was trying to lead us. And 
he did have to fight the intra-administration fight with no less a 
powerful personage than Donald Regan, and there were few of us — 
as I recall, I was about the only one that really stood up for Mr. 
Gray in 1984 and 1985 and was cautioned by the then-Chairman 
that he was a Republican and to stay out of it. But frankly, I think 
your question, your fundamental question is that such existing and 
planned legislation, such as your management change reports and 
all, were not carried out, they were not enforced, and other areas 
of the law were not. 
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As to why not, well, that calls for a lot of questions, but it is his- 
tory, and what we have to do now is to m ake sure that we have 
eliminated those practices, and I think FIRREA did go a long way 
in doing that. 

Ms. Oakar. Mr. Chairman? 

The Chairman. Yes. 

Ms. Oakar. Mr. Chairman, would you yield to me on the ques- 
tion of golden parachutes? 

The Chairman. Yes. 

Ms. Oakar. We asked the question of the regional officers for the 
Resolution Trust Corporation Friday, at a hearing of the task force, 
whether or not individuals from failed institutions, S&Ls that were 
under the auspices of RTC, if those officers — were they getting 
golden parachutes, and the answer we were given, if my memory 
serves me correctly, and I think it does, was that that was privi- 
leged information, and they could not reveal that. 

Mr. Chairman, I think that practice is still going on, where these 
guys are getting these multitudinous pensions. 

The Chairman. I am not privy to that hearing or the reason why 
they — the non-accessibility question. 

I will say this, that they may have thought of a different defini- 
tion of a practice that is of concern. We have had required reviews 
or 6-month reviews of RTC, and you will recall, last week, we had 
the first regular review, and there was quite a bit of dissatisfaction 
with the replies as to the administration thus far. 

Those are collateral questions, and I think the record will show 
and I think the gentlelady has now clarified that she assumes that 
there are some golden parachutes and that the RTC witnesses, 
whoever they may have been, rather than go on the record, were 
saying that that information was privy. 

I think they had reference to other than what we traditionally 
have defined as a golden parachute, which is equally disturbing, be- 
cause it means that the drain that we were trying to cut off last 
year and our main intention with FIRREA continues and at a pro- 
portionate rate of at least $27 million a day. 

So, our problem is endemic, and the RTC — we will follow 
through on our hearing last week. I wanted to announce that. 
We’ll get more specific answers, and if the Task Force cannot, let 
me assure the gentlelady, this committee will. 

We have a vote. We have a few minutes left. We will recess for 
about 10 minutes in order to afford the members a chance to 
record their votes. 

[Brief recess.] 

The Chairman. The committee will please come to order. When 
the committee recessed for the vote, Mr. Bunning was due to be 
recognized. 

Mr. Bunning. Thank you, Mr. Chairman. I’d like to follow up on 
something that Mr. Parris was talking about. When he questioned 
you about political influence, Mr. Mowbray, you seemed to hesitate 
until he specified Silverado. I’d like to ask you this question: Are 
there any other situations involving any thrifts that were placed 
under your jurisdiction that you have had other types of political 
calls or political influence under? 
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Mr. Mowbray. Congressman Bunning, a few times, I received 
calls from either a Congressman or a member of the staff concern- 
ing applications that were in front of me. At one time, I received a 
call concerning a consent agreement with an association from 
someone, and basically, it was more in a question of what’s going to 
happen when rather than a pressure saying, “Please don’t this, or 
“Please don’t do that.” 

Mr. Bunning. Well, you obviously know what I’m trying to get 
after. 

Mr. Mowbray. I understand what you’re saying, and as far as 
anybody telling me not to take any action, I have not had any call 
from Washington in that regard. 

Mr. Bunning. From a Member of the Congress or a Member of 
the Senate, either? 

Mr. Mowbray. Or the White House. 

Mr. Bunning. Or the White House, or any other 

Mr. Mowbray. That’s correct. 

Mr. Bunning. You’re saying no to that question? 

Mr. Mowbray. That’s correct. 

Mr. Bunning. OK. 

In 1986 and 1987, Silverado made approximately $16,000 corpo- 
rate contributions to the Citizens for Romer campaign. Did, in fact, 
these contributions have any influence, do you believe, on the regu- 
latory actions taken by the Romer administration or the State su- 
pervisor? 

Mr. Mowbray. I don’t believe so. You can ask Mr. Thompson if 
he’s aware of any, but I’m not aware of any effect of that. 

Mr. Thompson. I’m not aware of any. 

Mr. Bunning. Regarding the question I just asked, do you feel 
that it’s improper to use federally-insured savings institutions dol- 
lars to support candidates for political office? 

Mr. Mowbray. I wasn’t aware that that had happened, and I 
don't believe that I'm in favor of it. 

Mr. Bunning. Well, if they used corporate contributions, obvi- 
ously there is a question of whether those are federally insured dol- 
lars. The question I ask obviously has something to do — do you 
think that’s a proper procedure? 

Mr. Mowbray. No. 

Mr. Bunning. You stated before that you thought that the 
FSLIC, in 1988, had enough money to close Silverado. That’s what 
you said earlier in your testimony. 

Mr. Mowbray. It did. 

Mr. Bunning. You believe that? 

Mr. Mowbray. It did close — you know, it did happen in 1988. 

Mr. Bunning. Well, what I’m trying to 

Mr. Mowbray. I don’t think they had enough money to close all 
the associations that needed to be closed in 1988. 

Mr. Bunning. Well, that’s my follow-up question, is if it closed 
Silverado, what happens to the other 100 that are in that queue 
line? What would have happened if they did that? Where would 
have all the other ones that they closed — it seems to me, in testi- 
mony that we’ve had before this Committee prior to this day, that 
some of the major failed thrifts were not closed because there was 
not enough money to close those thrifts. They went after smaller 
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thrifts at the beginning, and then as they accumulated, or we were 
able to pass the legislation in dealing with them, we were able to 
go after the major thrifts at that time. 

Mr. Mowbray. Well, I think the question was raised by Congress- 
man Leach earlier about the first time the Federal Home Loan 
Bank System tried to get legislation through to contribute funds to 
set up paying off institutions which would not pass, and I think 
when we did pass the legislation, we only got $10 billion 

Mr. Bunning. Ten-point-eight. 

Mr. Mowbray. Right. That wasn’t enough. 

Mr. Bunning. Your statement on page nine said that you joined 
with the Federal Home Loan Bank presidents in attempting to 
obtain legislation to put additional funds into FSLIC. 

Mr. Mowbray. That’s correct. 

Mr. Bunning. You were in favor of the $15 billion fund? 

Mr. Mowbray. Yes, sir. 

Mr. Bunning. And the compromise that was stopped prior to us 
passing the $15 billion was one for $5, and finally, in conference, it 
became $10.8. 

Mr. Mowbray. But that was a year later. 

Mr. Bunning. That’s correct. In other words, you were for the 
$15 billion to start with? 

Mr. Mowbray. Yes, and the time lag costs money. The extra 
year. 

Mr. Bunning. I’m not disagreeing with that at all. I was for the 
$15 billion to start with, also. 

The impression has been left that the State regulators were 
urging Topeka to act, and not vice versa. Would you like to verify, 
or correct that impression, or comment on it? 

Mr. Mowbray. I don’t believe that’s true. I believe that we 
wanted to act just as — even probably more than they did. The law 
in Colorado required the Commissioner to write that letter, and so 
he wrote that letter. 

Mr. Bunning. Well, the question I’m trying to get at is, who 
wanted to do it? Did you want to do it, or did the state legislators? 

Mr. Mowbray. Both of us. 

Mr. Bunning. Well, according to the chronological order I have 
seen from 1984 on, or 1985 on, there is a discrepancy in who 
wanted to do it. Did the Federal regulators want to do it, or did the 
State legislators? 

Mr. Bunning. Tommie, could you answer that? 

Mr. Thompson. I don’t know what information you’re looking at, 
but the Federal regulators wanted to close the institution. The 
State commissioner had to be the one to take the action. He had to 
take it into receivership and pass it to the Federal regulators. It 
was a joint decision to do it. The date was decided to do it on De- 
cember 9, 1988. 

Mr. Bunning. Well, all things being equal, and since my time 
has expired, and I'm probably the only one it’s expiring on, the Su- 
preme Court, according to Ms. Oakar, is going to rule on superviso- 
ry responsibility. I hope that they don’t hold the supervisors re- 
sponsible because under that same logic, a prior speaker of the 
House in 1987, for not allowing legislation to come forth on the 
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floor of the House of Representatives, would have been held very 
responsible, also. 

My time has expired. 

The Chairman. Mr. Kennedy. 

Mr. Kennedy. Thank you, Mr. Chairman. 

Mr. Mowbray, as I review the supervisory history of Silverado, 
two trends emerge. One is a continuous pattern, starting as far 
back as 1981, of unsafe and unsound practices by Silverado’s offices 
and director. The other is the inability or the unwillingness of your 
office to do anything about it. 

In 1981, your examiners found evidence of unhealthy growth and 
of growth funded by investments in shaky assets that caused the 
net worth of Silverado to decline precipitously from 4.4 percent of 
total assets in 1980 to 2.46 percent in 1981. You also found that op- 
erating expenses, including salaries of top officers, were twice the 
expenses for comparable thrifts. Yet, your office did nothing. 

In 1982, an examination revealed evidence of quid pro quo deals 
where loans were issued in excess of the sales prices, of faulty ap- 
praisals, of shoddy lending practices, where Silverado required doc- 
umentation only after the loans had been approved. Still, your 
office did nothing to stop these practices. In fact, these and other 
unsafe and unsound activities were continued right up until Silver- 
ado was finally shut down in December 1988. 

Even after your underlings strongly recommended that you issue 
a cease and desist order in 1987, you balked. Instead, you elected to 
issue a non-binding supervisory agreement. You say you did this 
because the staff recommendation was only based on a, quote, “pre- 
liminary” not a final exam, and that the supervisory directive 
would go into effect right away. But why did you need a final exam 
when the preliminary exam just confirmed the kinds of fraudulent 
and sloppy practices that you’d known about for 6 years? How 
could you assume that Silverado would go along with a non-binding 
agreement when they hadn't cleaned up their act before? How 
could you allow the Topeka bank to continue to lend hundreds of 
millions of dollars to Silverado when you knew full well that it was 
operating unsafely and unsoundlv? 

It’s a little bit like a doctor who sees a patient who is hurt very 
badly and bleeding on the roadside, and deciding that he wants to 
have a complete work-up of the individual before he starts trying 
to help him. I don’t understand what you were thinking about. If 
you know that the Government and, in effect, the taxpayer is who 
is paying your salary, and you end up, through the Federal Home 
Loan Bank — excuse me — through — excuse me — I take that back. If 
you understand that the taxpayer is the person that backs up these 
institutions, then why didn’t you do something about all the 
wrongs that Mr. Thompson was telling you was going on? Mr. 
Thompson was telling you all these problems that were happening, 
as I understand it, and you’re turning around, on the other hand, 
and issuing this bank more and more and more capital, and it 
doesn’t make sense. 

The question is to you, Mr. Mowbray. 

Mr. Mowbray. Congressman Kennedy, I think I — as far as the 
question of lending money to Silverado, I went over that earlier in 
regard to a question from Chairman Gonzalez. 
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Mr. Kennedy. Yes, but you didn’t answer it. You came up with 
the answers that I repeated, but your answer doesn’t make any 
sense. 

Mr. Mowbray. Basically, we felt that under Federal Home Loan 
Bank Board policy and policy adopted by the Board of the Federal 
Home Loan Bank of Topeka that we should make those loans. The 
bank was adequately protected. 

Mr. Kennedy. How was the bank adequately protected? 

Mr. Mowbray. With collateral. 

Mr. Kennedy. And how did you determine the collateral? Wasn’t 
the collateral built up through the quid pro quo deals, amongst 
others? 

Mr. Mowbray. The collateral that we had was good collateral? 

Mr. Kennedy. How can you say it was good collateral? Based on 
what? Didn’t all your staff tell you that it wasn’t good collateral? 

Mr. Mowbray. No. 

Mr. Kennedy. Who told you that it wasn't good collateral? 

Mr. Mowbray. I said we had good collateral. 

Mr. Kennedy. I understand. Fm asking you who told you — 

Mr. Mowbray. My staff. 

Mr. Kennedy. Do you have some documentation that suggests 
that? Do you have any documentation that suggests that these 
were good loans? 

Mr. Mowbray. Part of the collateral that we had were pass- 
through mortgages issued by — in CMOs. In fact, we had possession 
of that collateral through our facilities. 

Mr. Kennedy. You had possession of some — of what did you have 
possession, sir? 

Mr. Mowbray. I’m talking about collateralized mortgage obliga- 
tions. 

Mr. Kennedy. OK. To what degree — I mean, when you see, for 
instance, all these executives at this institution getting paid excess 
salaries, do you do anything about that? You don’t have to look to 
him. I’m asking you the question. 

Mr. Mowbray. I think those are entirely two separate issues. 

Mr. Kennedy. Well, fine. Then you also are going to determine 
that it’s a separate issue when you find out that one of the direc- 
tors — isn’t it your responsibility, in addition, to look after these di- 
rectors and what the nature of their relationships with each other 
and the bank is? When one guy is getting a $100,000 no-recourse 
note, and he only pays it back if, in fact — you know, you’re looking 
at her because you can hardly wait until the time has expired, but 
the fundamental fact is, sir, that the time expired, really, much 
more clearly on the job that you were doing in taking care of Sil- 
verado. 

You know, I just think it really is a complete abandonment of 
the basic responsibility that you had in your job, to suggest for a 
second that you're not going to take on tne issues when Walters is 
losing $106 million, when he’s got loans to Neil Bush, when the 
other fellow, Good, has loaned Bush $100,000 and doesn’t ask for 
anything in return, and then gets $100,000 payment from the 
bank? I mean, my goodness, sir, it seems to me that there is a com- 
plete abandonment of your responsibility to look out for the inter- 
est of the taxpayer that was backing up these institutions, and I 
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really don't understand what you were doing. I just don’t under- 
stand it. 

Mr. Mowbray. May I say a few words now? 

Mr. Kennedy. Please. 

Mr. Mowbray. The information that was found out about the di- 
rectors was found through a procedure called the 407, which was a 
request for Office of Enforcement of the Federal Home Loan Bank 
Board to obtain information using such things as subpoena power. 
Our bank requested — our staff at the Federal Home Loan Bank of 
Topeka requested at least on two occasions that 407 authority be 
provided to obtain that, and that information was determined, I be- 
lieve, by investigatory staff for our Office Enforcement at OTS. 

Mr. Kennedy. So, what did you do about it? 

Mr. Mowbray. What they do about it is 

Mr. Kennedy. No. What did you do about it? 

Mr. Mowbray. It is not in my hands, then. I don’t have the 
power to 

Mr. Kennedy. Well, aren’t you the boss of that? 

Mr. Mowbray. No. 

Mr. Kennedy. How so? 

Mr. Mowbray. Tommie, would you explain to him about what 
happens with enforcement? 

Mr. Thompson. Well, the administrative procedures dealing from 
a 407 investigation come from Washington, not the President or 
the PSA at the bank level. It’s the Office of Enforcement part of 
OGC back in Washington that takes those actions. 

Mr. Kennedy. But you’re the head of the bank, sir, aren’t you? I 
mean, aren’t you the head of this institution? 

Mr. Mowbray. I am principal supervisor 

Mr. Kennedy. And didn’t you give them money? I mean, if you 
knew that these wrongs were going on, and you’re saying that that 
wasn’t your responsibility — some guy back in Washington — weren’t 
vou, in fact, still issuing money to an institution where you knew 
bad business practices were taking place? 

Mr. Mowbray. We loaned the association money. I don’t know 
what particular period of time you’re talking about lending. 

Mr. Kennedy. Well, let’s just go — once the 407 exams were com- 
pleted, why weren’t the directors removed? Why do you have to 
look to somebody else? 

Mr. Mowbray. Because he carried on more day-to-day conversa- 
tion and communication with those people than I did. 

Mr. Kennedy. Well, sir, every time you get into a tight spot, you 
can’t go blame it on an underling. Let’s just hear 

Mr. Mowbray. I’m not blaming it on him. I’m asking him to — 

Mr. Kennedy. No. You’re asking him to answer the question, 
and I’m asking you the question. 

Mr. Mowbray. I’m sorry, I’ve lost my train of thought. 

Mr. Kennedy. The train of thought that we were on was why, 
when the 407 exam was completed, why didn’t you remove the di- 
rectors? If you knew that Neil Bush was getting sweetheart deals, 
if you knew that Ken Good had a conflict of interest, if you knew 
that Bush had a conflict of interest, if you knew Walters had a con- 
flict of interest, if you knew that you were dragging down the insti- 
tution from its capitalization levels, if you knew about the quid pro 
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quo deals, then why didn’t you take some action to deal with this 
problem? 

I mean, it is astounding, sir. It’s a billion dollars. A billion dol- 
lars that you just let drift right out the window. I mean, are we 
supposed to really believe that you did this because, you know, of 
just non-interest on your part? Wasn’t this the biggest institution 
you oversaw? 

Mr. Mowbray. No. 

Mr. Kennedy. What was bigger? 

Mr. Mowbray. The biggest probably was about 6, 7 billion. 

Mr. Kennedy. Does a couple billion — I don’t know 

Mr. Mowbray. This was one of the larger ones, but it wasn’t the 
largest. 

Mr. Kennedy. Yes. 

Mr. Mowbray. Let me suggest that starting in March 1987, 1 be- 
lieve, we took control of that association by having them operate 
under a supervisory directive. This was continued controlling their 
operations under a supervisory agreement which I believe was 
issued 

Mr. Kennedy. Well, wait a minute. 

Mr. Mowbray. May I finish the question, please? 

Mr. Kennedy. Fine. 

Mr. Mowbray. By continuing the supervisory agreement, which 
tied them up even further, in October 1987, and was followed by a 
consent agreement in 1988. 

Mr. Kennedy. Excuse me. Wasn’t it a non-biding agreement, 
number one? Didn’t you have five previous exams that all indicat- 
ed serious problems on Silverado’s part? Did you have any evidence 
that, in fact, Silverado was going to clean up its case? 

Mr. Mowbray. Congressman Kennedy, prior to the exam that 
was commenced in December, I believe, of 1986, this association, I 
believe for the most part, had examinations with ratings in the 3’s 
on a basis of 1, 3, 5. I am now in the education system, and I have 
A through F, which I figure maybe they were noted as a C-. 

Mr. Kennedy. Look, nobody is questioning the fact that the rat- 
ings could have gone lower. The fact of the matter is that there 
were serious problems at issue here, that you did nothing to move 
in on the institution, that, at the moment, the American public is 
screaming about, “Why the heck do we have to pay $500 billion to 
bail out thrift institutions?” 

They’re blaming a lot of people, but, Mr. Mowbray, you know, we 
have to rely on the executive branch to fulfill its responsibilities, 
and you just didn’t fulfill your responsibility, and now people are 
very, very hurt and very angry. 

The fact of the matter is, if these are the best explanations you 
can come up with, my conclusion is that, in a large measure, your 
abandonment of your responsibility in your job was, in a large 
measure, responsible for Silverado’s demise. 

Thank you, Mr. Chairman. 

Mr. Thompson. Mr. Kennedy, could I add one thing? With regard 
to the completion of the 407 investigations, if you’ll check your 
dates, Mr. Mowbray was not even at the bank when those were 
completed. 



47 


Mr. Kennedy. Well, what dates were those? I mean, was he 
there before? 

Mr. Thompson. January 1989. He was gone by the time the 407 
investigations were complete 

Mr. Kennedy. Well, I think we would have all been a lot better 
off if he had been gone a lot sooner than that. Thank you. 

The Chairman. Did you have an additional comment, Mr. 
Thompson or Mr. Mowbray? 

Mr. Mowbray. No, sir. 

The Chairman. If not, the Chair recognizes Mr. Hoagland. 

Mr. Hoagland. I'd like to follow up on some of Mr. Kennedy’s 
questions, if I might. I think, I’d like to start with you, Mr. Thomp- 
son, if I might. I recognize that these are delicate matters and they 
do involve the President’s family, but I think that for this reason, 
it’s important to bring these facts to light so that we can fully un- 
derstand what the circumstances were. 

I don’t know that you knew at the time about any of these trans- 
actions, Mr. Thompson. I’d like to get your reaction as to what, in 
retrospect now, the appropriate regulatory activity would have 
been. Let me give you the facts, as I understand them. 

I want to state them as carefully as I can, and I hope these facts 
are accurate. I believe they are. My staff has assured me that, with 
the documentation that they have, that these are at least generally 
accurate. I would like you to let me know — assuming these facts to 
be true then, what the appropriate regulatory response would have 
been, had they been known to the regulators. 

Of course, we had two individuals who had business dealings 
with Mr. Bush. At the same time, or around the same time, they 
were receiving substantial loans from Silverado. One was Mr. Wal- 
ters and one was Mr. Good. Let me take the Walters transactions 
first, because those are the loans that Mr. Bush voted on when he 
was a member of the Silverado board. 

As I understand it, in Mr. Good’s situation, he abstained and did 
not vote. With respect to the Walters transactions, as I understand 
them, they are something along this line: that is that during the 
period of time that Mr. Bush was on the Silverado board from 
August 1985 to August 1988, Mr. Walters borrowed about $60 mil- 
lion from Silverado. 

The documents indicated that he borrowed a total of nearly $100 
million, $96.5 million, but during the period of time that Mr. Bush 
was a member of the Board, he borrowed about $60 million. Mr. 
Bush voted on those loans, yet at the same time in August 1983, 
Mr. Walters loaned Mr. Bush or his enterprises, $150,000 and be- 
tween September 1984 and August 1987, which overlaps mostly but 
not entirely the period of time Mr. Bush was on the Board, Mr. 
Walters loaned J&B Enterprises, Mr. Bush’s company, $1,492,000. 

So, during the period of time Mr. Bush is on the Board, he’s re- 
ceiving money — his business is receiving money from Mr. Walters 
while at the same time, he’s voting as a member of the board to 
lend Mr. Walters in the range of $60 million. Now, is that appro- 
priate, Mr. Thompson? 

Let me ask you this first: Did you in your capacity as a regula- 
tor, know about these loan transactions at the time? 
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Mr. Thompson. I obviously didn’t know about the loans in 1983, 
because I wasn’t there. The ones later, I believe, came out in the 
December 1, 1986 examination. A preliminary, interim examina- 
tion report was delivered to supervision on January 27, 1987, I be- 
lieve it was. As a reaction to that and to those situations that were 
made known to us, we prepared a memorandum to the Office of 
Enforcement, recommending the 407(MX2) investigation. 

Also, in March 1987, the supervisory directives were aimed at 
stopping the institution from any self-funding or insider conflict of 
interest type of transactions. 

Mr. Hoagland. Now, assuming for the moment that the facts I 
have given are true — and I think they are and I hope that they 
are, out of fairness to those involved, but they may not be — but as- 
suming that they’re true, does this fall into this category that you 
just described of an insider transaction? 

Mr. Thompson. I think there are apparent conflicts of interest 
which call for further investigation, which is what we did. As more 
information became available, we continued to amend the request 
for additional investigation through the Office of Enforcement. 
That was done three or four times as additional information 
became available. 

I think a lot of the facts that you have, we were not privy to at 
the time, because those came out in the 407 investigation. 

Mr. Hoagland. Exactly. I’m sure some of these facts you didn’t 
know about. What I’m really interested in knowing is not so much 
what facts you did or did know about, but what the appropriate 
regulatory response would have been, had all these facts been 
known. 

Now, had all these facts been known, as I understand it from 
your testimony, it would have been improper; is that right? 

Mr. Thompson. I think so. It would have been appropriate to in- 
vestigate further to make sure that the facts were right, and then 
whatever actions were necessary as a result of that, we would have 
taken. 

Mr. Hoagland. Now, during the last hearing that the chairman 
scheduled on this case, there was quite a bit of debate about what 
is a conflict of interest and what is not a conflict of interest. I 
thought at the time that the witness was taking a rather self-serv- 
ing view of what a conflict of interest is. The definition was really 
tailored to justify the facts that were presented. 

Given the commonly accepted definition of a conflict of interest, 
would you say that these facts, as stated, clearly constituted that? 

Mr. Thompson. I don’t know if I’d be capable of saying that. I 
would consult counsel, my legal counsel at the bank. I think it’s 
more of a legal issue than it is an accounting issue, in which I’m a 
trained expert. 

Mr. Hoagland. From the point of view of the average American 
who is going to be looking at paying $2,000 to contribute to the pot, 
the black hole that this savings and loan crisis has created, these 
facts would surely raise a question of conflict of interest; wouldn’t 
they? 

Mr. Thompson. I’d agree. 

Mr. Hoagland. All right, now let me ask you about the Good 
transactions. Now, what distinguishes the Good transactions from 
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the Walter transactions, as I understand it, is that Mr. Bush was 
merely a member, and did not vote on these transactions. 

I think it’s helpful to at least try and understand them. Now, as 
I understand the good transactions, during the period of time that 
Mr. Bush was a member of the Board, from August 1985 to August 
1988, Mr. Good borrowed about $6.5 million from Silverado. On the 
other side of the ledger, in August of 1983, Mr. Good had loaned 
Mr. Bush $10,000 to capitalize JNB and that in 1986 and 1987, he 
had loaned JNB Enterprises $440,000. 

Now that $440,000 loan would have been squarely during the 
period of time Mr. Bush was on the Board of Directors, during the 
period of time that Mr. Good borrowed $6.5 million with the ap- 
proval of the Board of Directors. Now, assuming those facts to be 
true, what sort of— what categories do they fall into in terms of 
these prescribed activities, insider transactions, conflict of interest 
transactions and so forth, if any? 

Mr. Thompson. I would be concerned that there was at least an 
appearance of conflict. 

Mr. Hoagland. Had thoee facts been fully known to the Board at 
the time, to the regulators at the time, why, it would have consti- 
tuted grounds for further investigation; is that right? 

Mr. Thompson. That’s correct. 

Mr. Hoagland. Aren’t there conflict of interest forms that are 
supposed to be filed by members of the board that will disclose in- 
terests in advance to the regulators? 

Mr. Thompson. To my knowledge, those are internal documents 
of a Board of Directors of the institution and there is not a require- 
ment to file them with the Federal Home Loan Bank Board. 

Mr. Hoagland. I see, so they’re not automatically made avail- 
able to the regulators? 

Mr. Thompson. Right. 

Mr. Hoagland. Now in retrospect, is that a wise regulation? 

Mr. Thompson. I’m not into making regulations. I don’t know. 
That would be a lot more paper to look at on the part of the regu- 
lators. I think the job of the regulators is to review the conflict of 
interest policies of the institution and to make sure that they are, 
in fact, following those policies and procedures, I don’t think it’s 
absolutely necessary that there would have to be another report 
filed with the Federal Home Loan Banks or now the OTS. 

Mr. Hoagland. But it would certainly be helpful to a regulator 
who is going into an institution in order to conduct an audit or 
whatever you all call those things, to know up front, what some of 
the conflict of interest problems might be, rather to have to uncov- 
er them during the course of the examination. 

Mr. Thompson. That’s true, but because you have a form that’s 
supposed to be filed, that doesn’t mean that it’s going to be filed 
and you’re going to detect it that way, either. 

Mr. Hoagland. All right, thank you. Mr. Chairman, I have no 
further questions. Thank you. 

The Chairman. Before closing out and thanking these witnesses, 
I believe it’s important that pin down one fact here, in keeping 
with the main reason for these hearings, having to do with Board 
of Directors’ fiduciary responsibilities. 
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I’ll direct this both to Mr. Thompson and Mr. Mowbray. To a cer- 
tain extent, some of the members have raised the issue; some by 
insinuation and some indirectly and some partially directly. Given 
the fact that the Bank Board placed Silverado under a supervisory 
agreement in October 1987, based to a large extent on the insider 
abuses discovered in the 1986 examination, why was the Board of 
Directors responsible for operating the institution not removed or 
replaced? 

Also, why did it take until January 1990, three years after the 
problems with the directors at Silverado were clearly identified, to 
bring enforcement action against the directors of the institution? 
Do you feel that the Bank Board’s Office of Enforcement proceeded 
within an appropriate timeframe in taking enforcement action 
against the officers and the directors of Silverado? 

In other words, these managers and directors — management — 
were still running the institution until the very day that it was 
shut down. 

Yet the testimony we got from the Office of Thrift Supervision 
states that Silverado’s board completely failed to protect the insti- 
tution. 

Mr. Thompson. 

Mr. Thompson. It’s true that management and the board of di- 
rectors were left in place until December 9, 1988. 

It is also true that there were supervisory directives in place 
from March 1987. There was a supervisory agreement in place 
from October 26, 1987 through August 5, 1988 when there was a 
consent agreement put into place. The institution was under con- 
trol of the regulators in Topeka. 

As far as removing management and the board of directors then, 
there was no way we were going to get any boards to go in there, 
any directors to go in to replace the board of directors. The institu- 
tion’s management were the ones that were familiar with the prob- 
lems and they were being overseen by the supervisory people in 
Topeka. 

The Chairman. Well, that's the big question, not only there but 
in every one of the 

Mr. Thompson. It’s not u question in my mind, from my stand- 
point. 

The Chairman. Well, the big question is whether it was a super- 
visory agreement situation or whether it was a management con- 
signment. Titularly the District Bank Board was supposed to be in 
control. However, that relationship, the composition of the Board, 
reflected an incestuous relationship because they came from the 
very industry that they are promulgating the rules to regulate. 

I know in the Southwest, for instance, management consign- 
ments, what did it mean? It meant nothing but that a dead institu- 
tion continued except it was advertising extremely high rates of 
yield and they hired managers at $385,000 in one case in Houston 
in the — and I don’t remember if that was management consign- 
ment or supervisory agreement — one old boy was getting $100,000 a 
month. 

Now to a certain extent the reason that is disturbing and the 
reason I am raising that issue is that I detect that continuing to 
happen under the present methods of resolution by RTS or FDIC. 
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In fact, one announcement over the weekend in my own district 
where an institution that is now owned by the Federal Govern- 
ment, Sunbelt, though they denied it for some reason or other, is 
coming in to take over this institution that's been dead for at least 
2Vfe-3 years. It had a management consignment agreement and the 
manager brought in was brought in from a failed bank, not a com- 
mercial bank, so what the reason I’m asking you the question is, 
and I think it goes to the heart of the matter, under that regula- 
tory system that was in place before the reform and with this 
rather unhealthy situation of having the bank boards in those dis- 
tricts that are supposedly regulators actually consisting of industry 
members themselves promulgating the plans that they devise — the 
Southwest Plan was devised by the Dallas Home Loan Bank Board 
by the industry members — and so my question is, under — if we 
could evoke that atmosphere and understand the difficulty that 
any witness confronts here, because I can evoke that atmosphere 
and that environment and I can realize the constrictions judging 
now from the standpoint of reform, but why couldn’t, other than 
the fact that neither the board nor the managers or the directors 
were given any priority other than to the interest of the institution 
as distinguished from the interest of the Insurance Fund, but why 
could — why couldn’t even under those conditions the Enforcement 
Branch not have enforced? 

Do you have an idea or any theory or any explanation that you 
could give us? 

I think it will be helpful to us now as we’re overseeing the 
present situation and trying to at least forestall a repetition. 

Mr. Thompson. Is the question how long — why it took so 
long 

The Chairman. Yes. 

Mr. THOMPSON.For the officers and the directors to be removed 
and prohibited? 

The Chairman. Exactly. Yes, sir. 

Mr. Thompson. Well, referring back to the testimony of May, I 
think if you consider the volume of the paperwork that had to be 
investigated and the witnesses that had to be subpoenaed and 
interviewed by the Office of Enforcement, it was a monumental 
task to do all that. 

Also, Silverado is not the only case — problem institution, as ev- 
eryone is well aware of, in this country and the Office of Enforce- 
ment had to deal with those also. 

It was frustrating to me in my position that everything took so 
long to do 

The Chairman. I understand. 

Mr. Thompson .Whether it be the Office of General Counsel, the 
Office of Enforcement, FSLIC or whoever. 

What do you do about it? 

I had to use the tools that I had. They had to use the tools that 
they had. They had to make sure that they had justifiable grounds 
to pursue the removal and prohibition actions. 

The Chairman. Well, you know, I agree with you and I fully un- 
derstand because I do have some pretty good recollection of the at- 
mosphere then, but that’s you. On the bank board level however, I 
just can’t condone or find any excuse because the emolument of 
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office — I brought that out during the House floor debate when I 
had resistance from the bank boards about having any commit- 
ment to housing whatsoever. You know, I just couldn't see it and 
the administration was totally set against having any commitment 
and I just couldn’t see my going on record as espousing the expend- 
iture of funds to save an activity that was saying save us because 
we are still the only ones that are in home financing and yet 
saying we are but don’t pin us down; we tire not going to commit to 
affordable housing. 

Those bank presidents, the salary — and I don’t know what it was 
in Topeka, I would say it was commensurate — was $250,000. That is 
$50,000 more them the President of the United States gets. Now 
that is what I cannot condone as to the reason why they would now 
say, and that is not you, you are the sublevel, they didn’t have any 
difficulty in getting rid of the inquisitive and the honorable enforc- 
ers. 

I know in the Dallas Home Board case when two of the most pre- 
eminent members of one coming down from the Washington office, 
they were sent out as soon as they became a little too obnoxious for 
their comfort. They were raising the questions. 

In order to put the Southwest deal in, they were not about to be 
allowed to stay, so that what I am saying is in your case, Mr. Mow- 
bray, do you have any comment in retrospect, and making allow- 
ances for the environment then as it existed, isn’t it true that the 
emolument of office, the pay stipulated for Presidents of the Home 
Loan Banks, was around in that range of $200,000 or $250,000? 

Mr. Mowbray. I don’t think in my period except for the large 
banks it was that high. 

The Chairman. Would it be improper to ask what in the Topeka 
case 

Mr. Mowbray. What my salary was? I think that has been pub- 
lished before, but I think my salary was $190,000. 

The Chairman. Well, I think that was that one gap of under- 
standing that I just didn’t have. 

Mr. Leach. 

Mr. Leach. Just very briefly, there’s been one issue that was 
raised by Mrs. Oakar that I think was very properly raised. We are 
looking for lessons in all of this and it relates to a fairly alarming 
perspective that you have stated in your testimony. 

That is you didn’t want to terminate these people because of the 
golden parachutes. 

That implies that the lesson for any institution is to just put on 
big golden parachutes so that you can keep people employed. 
That’s fairly offensive. The second perspective brought up at the 
hearing last Friday relating to golden parachutes that are current- 
ly in existence was the notion that the taxpayer should pay for 
people, but the amount of such pay is privileged information. One 
of the things every one of us in Congress is a little bit sensitive to 
is that we have to vote on our own salaries. The idea that anybody 
should receive public remuneration and not have it made public is 
fairly extraordinary. 

Now in your case you had a very different circumstance, and I 
don’t mean your personal salary. Once the bank board came to un- 
derstand that this was an institution in some difficulty one of the 
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questions that immediately arises is what kind of salary are paid to 
people. At that moment in time these are people that are on the 
public, not private, dole. They are receiving deferred taxpayer com- 
pensation. 

You have reflected two perspectives that in the learning sense 
are fairly extraordinary The first is the idea that you didn’t want 
to terminate someone because they had a golden parachute. I per- 
sonally suspect that you had more powers than you have indicated, 
but I may be wrong in that. 

The second is the perspective that you want to keep people in 
office because they know the situation. 

Well, you could phrase it another way: You want to keep people 
in office who are the very people that precipitated the problem. I 
think that is a larger perspective and I think the Government has 
an obligation not to allow rewards for bad work. 

So what in essence the Government allowed was a private sector 
to play a game with in effect Federal perks, although in a deferred 
sense. The Chairman in a very sensitive way asked your salary. 

What was the salary of Mr. Wise at this time? 

Did you in effect know that you were approving his taxpayer-de- 
rived salary? 

Mr. Mowbray. Pardon me just a minute. I would like to 

Mr. Leach. Sure. 

Mr. Mowbray.To consult. 

[Pause.] 

Mr. Mowbray. As far as the question of removing people, I think 
there is limited authority that we have and we basically have to 
rely upon the advice of counsel. It was on that advice that officers 
and directors were not removed. I think that was also in consulta- 
tion with members of the Federal Home Loan Bank Board Office of 
OTS or OTM or OTA. 

As far as the salary of Mr. Wise, I think that was provided to 
you. I don’t have that information correction in front of me. There 
is a big bonus portion in there. I do not know if we have powers to 
say this is too much or this is too little. Our’s is more of an adviso- 
ry or sort of — make the Board of Directors certain that it has a 
basis for doing that salary. 

If our people think that that basis is not good enough, then they 
would raise an objection. 

Mr. Leach. If you’re putting the responsibility at another place, 
this transfer or responsibility may or may not be fair to do. I think 
others could conceivably be responsible. But if the law itself is 
weak and was weak during the 1980’s, then again, as a member of 
Congress, that would be pointing a finger ourselves. 

That means that if you didn’t have the legal authority, it was be- 
cause of the lawmakers that you didn’t. The lawmakers are an in- 
stitution called the Congress of the United States. The only reason 
I raise is this is because I’m not sure you didn’t have the legal au- 
thority, but if you didn’t, we’re partly responsible, and that’s part 
of that framework. 

In addition, I do think it relevant to suggest that in the whole 
history of the 1980’s — and not simply this institution — that I think 
the Government used its powers sparsely on removing officers. I 
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think it’s one of the greatest powers that the United States regula- 
tors had that was unutilized. 

If a few officers of a few weak thrifts were — I would say, not 
weak thrifts, but thrifts that got in trouble at their own discre- 
tion — had been removed, the signal that would have been sent out 
to this country on how to behave as a thrift head would have been 
very, very different, indeed. I’m not saying Silverado was the 
worst, but it was one of many that I think the officers should have 
been removed and should have been removed very forcefully and 
very firmly at a very relevant period of time. 

I personally think that the rationale that they knew more about 
the problems is not a very compelling rationale for keeping them. 
Thank you, Mr. Chairman. 

The Chairman. Yes, Ms. Oakar? 

Ms. Oakar. Could I just point out two things as a follow-up to 
your question and Mr. Leach’s point. On May 22, 1990, before this 
committee, the Office of Thrift Supervision, the Topeka Region and 
the Washington Office, testified before the chairman and the full 
committee. If you look on page 51 of the report that’s been printed, 
it talks about the excessive compensation to these officers. 

I think it’s worth repeating. Chairman Wise, Vice Chairman 
Lewis and Vice Chairman Vandapool received bonuses of $724,000. 
This is during the time when they were having these excessive 
losses — received bonuses — I don’t know what their regular salary 
was — of $724,000, $347,000 and $359,000 respectively, and the this 
is just for 1986 and the total compensation from Silverado was $1.3 
million, $668,000 and $741,000 respectively. So, they talk about the 
bonuses being in excess of other compensation. 

These bonuses were given to individuals who had loans, their 
own loans that were defaulting at the time. With the loan default, 
if you add all that up, we wonder why taxpayers are just outraged. 
The only point I would make, Mr. Chairman, is that I personally 
think that they did have the — the Thrift Supervision and the 
FSLIC Board — had responsibility for dealing with this issue. 

Mr. Mowbray has said that in some cases, he overruled the staff, 
and now he just came back saying that he followed legal counsel’s 
advice on other occasions. I think he did, and I think that if you 
make $190,000 a year, you know, you have some responsibilities. 
That's not a bad salary to most people and it seemed to me you had 
some responsibilities as well, and so did the Office of Thrift Super- 
vision when they were seeing these things taking place, and yet 
kept sort of rubber-stamping this institution along. 

That’s why I think that responsibility for part of the failure has 
to go to people in supervisors’ positions. Thank you, Mr. Chairman. 

The Chairman. Thank you. The Chair will say that we have two 
panels following, but the Chair doesn’t want to rule out anybody 
who has an additional question, since we’ve taken the time. Mr. 
Parris. 

Mr. Parris. Mr. Chairman, I have just one, and perhaps two very 
brief questions. 

The Chairman. All right. 

Mr. Parris. Mr. Mowbray, you say on page 9 of your testimony 
that the taxpayer losses would be substantially if legislation to ade- 
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quately fund FSLIC had passed earlier and that the provision of 
forbearance, the passage of time and so forth. 

You joined other Home Loan Bank presidents in attempting to 
obtain legislation to put additional funds into FSLIC. Now, I think 
that we’ll all agree — there’s probably not a person who knows any- 
thing about this or is even conversationally aware of the circum- 
stances in this sordid affair over the last 5 or 6 years, that now 
would not agree with those observations. 

Were you a part of the organized effort to pass the CEBA bill in 
1987? You remember that that was the $15 billion versus the $5 
billion and all of that? Were you active here in Washington or with 
the regulators? 

Mr. Mowbray. Congressman Parris, I was on the taskforce of 
bank presidents that set up the $15 billion program. I believe all of 
us contacted our Representatives and Senators to try to get that 
through. We also tried to work through the thrift organizations 
which had much more political power than do individual bank 
presidents, because they’re the ones who have nurtured those in a 
local area. 

I think there was a lot of effort made to try to get that through. 
Furthermore, I think that all the bank presidents sent, maybe to 
this committee or to the entire Congress, a joint resolution backing 
the $15 billion. 

Mr. Parris. The observations made in some of this testimony 
somewhere is that we would be much better served by attempting 
to deal with the — to learn from the mistakes of the past, but deal 
with the problems of the future and that sort of thing, and I cer- 
tainly agree with that observation. I thank you for your testimony 
today. 

Ms. Oakar. Would my friend yield for one second? 

Mr. Parris. Sure. 

Ms. (Dakar. It is true that we should have been more forthright 
in our activity relative to the reserve fund. On the other hand, if 
the supervisors just are rubber stamping these banks, these S&Ls 
that continually manifested blatant, I think, unethical activity and 
didn’t do anything to them and didn’t stop them, I mean, that 
money would have gone down the drain, too, if we had put forward 
taxpayers’ money sooner. 

I’m sorry, I mean, I’ll assume certain responsibilities as a 
member of this committee, but I do think that there was a blatant 
rubber stamping of this institution, along with the activities of the 
board members as well. You’d have to practically paralyzed intel- 
lectually not to see that. 

Mr. Parris. I agree with what the gentlelady says. I would say 
that my purpose here is not to say — or to try to identify who is 
Paul Revere. I think all of us began to recognize somewhere along 
the line, that something — there’s big trouble in River City. The dif- 
ference of opinion, you will recall, in the CEBA bill which passed 
the House and never passed the Senate and that sort of thing, has 
a bizarre and varied history to it. 

The point of all of that is that the reason that resolution was not 
capable of being accomplished at that time, is because there were 
inadequate funds at whatever level. Many of us were suggesting 
that until we stop the hemorrhage which $15 billion admittedly 
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would not do — this member, for one, passed what I call a vote of 
objection to the inadequacy of the $15 billion. If you recall the con- 
ference and all of the discussions we’ve had and all of those various 
meetings, that’s all ancient history which historians may one day 
find interesting, but I think is of very little value now. 

I thank the Chairman. 

The Chairman. Well, the big risk the gentleman has taken is 
that he’s going to stir up the chairman. 

Mr. Parris. I’ve done that before, Mr. Chairman. 

The Chairman. It may stir me up and it will be endless. I may 
go out and prove I was Paul Revere, so we don’t want to get into 
that. Mr. Hoagland. 

Mr. Hoagland. Mr. Chairman, I’d just like to ask Mr. Thompson 
a couple more questions on these Walters and Good situations. 
Now, so that we’re clear, for the record, Mr. Thompson, these con- 
flict of interest violations that we talked about earlier, potential 
violations, those were as the laws and the regulations were under- 
stood to be at the time? 

Mr. Thompson. I don’t think I said that. I’m not sure what the 
regulations and the law was at that time with regard to conflicts of 
interest. I said that, based on the facts that you presented, there 
was an appearance that that was a conflict that would lead one to 
believe that further investigation was needed. 

Mr. Hoagland. Under the rules in place at the time, right, in 
the mid 1980’s? 

Mr. Thompson. I didn’t say anything about rules. It’s just an ap- 
pearance. You asked me; would the average American citizen say 
that there was a problem here, and I said, yes. I’m not sure what 
the rules and regulations were with regard to conflict of interest 
back then. 

Mr. Hoagland. Well, they’re the same as they are now; aren’t 
they? 

Mr. Thompson. I don’t know. 

Mr. Hoagland. Aren’t you an expert in that field? 

Mr. Thompson. No, I don’t pretend that I’m an expert in that 
field. I don’t claim to be. Thais why I had a legal staff of 6 or 7 
people. 

Mr. Hoagland. Now, Mr. Walters was loaned a total of about 
$96 million; wasn’t he, altogether, from Silverado? 

Mr. Thompson. I don’t know what the number is. If that’s what 
you’ve got on those OTS reports, I assume that’s correct. 

Mr. Hoagland. That’s what it shows, yes. He defaulted on virtu- 
ally all of those loans? 

Mr. Thompson. That’s what I understand. 

Mr. Hoagland. With respect to Mr. Good’s loans, he defaulted 
on a substantial portion of the nearly $35 million in loans that he 
took; is that right? 

Mr. Thompson. That’s what I’ve heard and have been led to be- 
lieve. I have not seen the documentation. 

The Chairman. Would the gentleman yield on that point? The 
next panel will consist of the gentleman — of the gentlemen that 
the member is referring to. It may be proper to wait until we have 
them here. They’ll be the next panel and I think that we can ask 
those questions then. 
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Mr. Hoagland. That’s fine, Mr. Chairman. 

The Chairman. At this point, Mr. Thompson is saying, “I be- 
lieve,” and “I think,” because he wasn’t really in that capacity to 
answer categorically, if I’m correct. If the gentleman will defer, 
why don’t we go on ahead and round out these witnesses and bring 
in the next panel. 

Thank you very much, gentlemen. I appreciate your patience. 
The next panel consists of Mr. Kenneth M. Good, president of Good 
International, Mr. Spencer Brown, president of MDC Holdings, and 
Mr. John R. Sullivan, the chief executive officer of the SDC Land 
Partners. 

Gentlemen, thank you very much. Will you please stand and 
raise your right hands so that I can administer the oath. 

[Witnesses sworn.] 

The Chairman. You may consider yourselves as being under 
oath. 

The Chair will recognize you in the order that you were intro- 
duced. So we will recognize Mr. Good first. And you may proceed as 
you deem best. We can announce now that your prepared testimo- 
ny can be offered for the record intact, and you may wish to sum- 
marize, or you can follow your prepared text. 

Whatever your wish is, Mr. Good, you are recognized. 

STATEMENT OF KENNETH M. GOOD, PRESIDENT, GOOD 
INTERNATIONAL 

Mr. Good. Thank you, Mr. Chairman, members of this commit- 
tee. My name is Kenneth M. Good. I am a businessman engaging 
in real estate, oil, corporate, commodity interests, for the past two 
decades in Colorado, Texas, Florida, and New York. 

I have served as a member of the board of directors of numerous 
corporate, civic, and charitable entities throughout my career, 
being the youngest trustee in the history of Southern Methodist 
University, a member of the board of trustees of the Denver Sym- 
phony. 

I have established numerous scholarship programs for students 
of higher education. I have endowed the Kansas Institute of Peace 
at Bethel College. 

In 1987, one of my real estate projects in Florida was named the 
best-planned community in the United States of the National Asso- 
ciation of Home Builders. 

I am pleased to have this opportunity to assist the Congress in 
assessing the collapse of the savings and loan industry, and consid- 
ering what should be done differently in the future to avoid this 
kind of tragic financial crisis that has adversely affected so many, 
myself included. 

It is certainly understandable that the S&L crisis, as it has 
grown from 10 billion to 50 billion to 250 billion, to who knows 
where, has attracted the interest and concern of the administra- 
tion, Congress, the press, and the taxpaying public. 

Was the crisis predictable? Answer: Unquestionably, yes. 

Was the extent of the crisis predictable? Answer: Unquestion- 
ably, no. 

Let me elaborate. 
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In 1987, at a keynote speech before the Urban Land Institute’s 
annual meeting, the former chief economist of the New York Stock 
Exchange, Dr. William Freund, warned of the effects of the emerg- 
ing problem loans within the S&L industry with the theme that 
the $10 billion problem in 1987, if not curtailed, could be highly in- 
flationary if it goes to $15 billion or $20 billion. 

After his speech, Dr. Freund entertained questions. And I reluc- 
tantly challenged his facts with the observation that I happened to 
believe that the problem today, again, 1987, is closer to $50 billion. 
And if this is the case, what was the extent of the inflationary con- 
cerns he would expect to be? 

His response was that he felt confident the problem was only $10 
billion, implying that my question was ridiculously rhetorical. I 
have given this committee a copy of that interchange. 

The important issue today, though, is why did I in 1987 think the 
problem was in the $50 billion range? 

First, as a developer in the Dallas and Denver markets, I ob- 
served firsthand the dramatic effect of real estate values when oil 
prices in late 1985 and early 1986 collapsed from $30.00 a barrel to 
only $10.00 a barrel. 

Second, I had observed a hyper-increase in property values, par- 
ticularly in Texas, during the previous five years, and felt that the 
speculative bubble could certainly not be sustained, and was likely 
to bust. 

Third, as an active participant in credit markets, I observed that 
the rapid expansion of funding available to financial institutions 
had created pressure to loan increasingly large sums of money. 

Fourth, the combination of the regional recession, or actually, de- 
pression, that was created by the collapse in oil, and increasingly, 
an indiscriminate supply of money available for real estate lending, 
resulted in a tremendous supply and demand imbalance. And the 
only effect of this could be decreasing real estate values in the oil- 
patch states. 

So yes, I felt there would be a major S&L crisis. But no, I did not 
think it possible that it would grow 5 or 10 times beyond my $50 
million estimate. 

So the second question is: Why has it grown to such spiraling 
proportions? 

First, the regional recession soon became a regional depression, 
as virtually every major financial institution, respected financial 
institutions, Mr. Chairman, in your home state of Texas, collapsed. 
If in 1987 I had known, or it had been suggested, that within a few 
years, First Republic, M-Corp., Lomas & Nettleton, to name only a 
few, would collapse, I would have suggested then that the S&L 
problem might approach $250 billion. 

Second, in 1987 and 1988, property values, particularly the specu- 
lative office buildings and unimproved land, declined much further 
than I had expected. Instead of a normal recessionary adjustment 
of 25 percent, it was not uncommon at all for values to be only 25 
percent of their 1985 value. 

Third, what started as a real estate depression in the oil-patch 
states has spread to a severe national real estate industry recession 
affecting the Northeast, the Southeast, even the Far West. 
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But possibly the most significant impacts of the growing crisis 
have been experienced during 1989 and 1990. Why? 

First and foremost, Chairman Greenspan recently spoke of the 
possible credit crunch in the real estate industry. I would add that 
there is not a possible credit crunch, but nearly an absolute un- 
availability of new funding for the acquisition or development of 
real estate from the two largest historic lenders to the real estate 
industry, the savings and loans and the commercial banks. And 
until these historic suppliers of funding are allowed or encouraged 
to resume a normal and responsible role, values will continue to 
decline, which will only exacerbate the size of the problem. 

How can the RTC expect to market over $500 billion, possibly $1 
trillion, of real estate, if no financing is available to responsible de- 
velopers or investors? 

The second problem that continued to grow in 1989 and 1990 is 
the enormous difficulty, from an administrative standpoint, in 
coping with the size of the problem. I am sympathetic with the 
enormity of this issue, and the regulatory challenges in dealing 
with all these issues. But until decision-making can be streamlined, 
the financial cost of bailout can only be expected to grow. 

You will note that I have not spoken of fraud or criminal activi- 
ty. Yes, I believe the demise of some S&Ls might have been caused 
by such. However, I am not aware of fraud, or crimes that were 
committed by Silverado, its officers or directors. Possibly misjudg- 
ment or possibly false hopes for a quicker recovery in the Colorado 
real estate market. Possibly aggressiveness in growth and lending 
practices, or aggressive reporting of financial position. But all my 
dealings with Silverado and its affiliates were carried out in a 
straightforward, normal business manner with arms-length negoti- 
ations involving legal counsel on both sides. 

As I hear the increasing hostility that has developed towards the 
S&L crisis, I think of two old adages: “Success has a thousand fa- 
thers; and failure is an orphan.” And equally relevant: “Let him 
without fault cast the first stone.” 

The S&L crisis, the orphan that it is, will continue to have many 
fathers. But let us all stop throwing nuclear bombs at the reputa- 
tions of those whose only mistake was to face the tragic realities of 
the crumbling real estate economy. 

These oversight hearings can and should seek answers from the 
mistakes of the past. But unfortunately for all of us, we cannot ret- 
roactively recreate the markets that existed in the past. Our signif- 
icant opportunity is to learn from the past, and for this committee 
to consider corrective legislation if such is needed to properly 
ensure a stable and prosperous future for America and its citizens. 

Mr. Chairman, I believe it is appropriate that I respond to some 
of the questions that have been posed with respect to my relation- 
ship with a longstanding friend and a valued business associate, 
Neil Bush. 

Neil Bush joined the Silverado board in the Summer of 1986, 
which was after every transaction that I had with Silverado was 
initiated. Thereafter, there were restructures of the initial agree- 
ment. But at no time did I ask or expect Neil to influence or vote 
on any of the transactions that were negotiated with Silverado 
management. 
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To the best of my knowledge, all of these actions were approved 
not only by the Silverado board, with Neil abstaining, but also by 
the Federal Regulatory Agency in Topeka, Kansas. 

My business relationship with Neil began in the early 1980’s. 
Neil became aware of my financial commitment to the oil and gas 
exploration, and after much discussion and negotiations, I agreed 
to invest approximately $1 million in JNB Exploration, a partner- 
ship in which Neil, together with a geologist and geophysicist, were 
the operating partners, and Bill Walters and Bill Schafel were pas- 
sive investment partners, owning a 12.5 percent combined interest. 

Subsequently, in 1986, 1 desired to increase my investment, and I 
insisted in obtaining an 80 percent interest for the additional funds 
that I planned to invest, at which time we purchased the interest 
of the passive partners. 

One matter which has been questioned involves the proposed 
$900,000.00 letter of credit discussed with Silverado in relation to 
one of my companies, Good International. I could have obtained 
such a commitment from virtually any bank in the United States. 
It was never intended nor is it necessary to fund the proposed fi- 
nancing. And no loan was ever made by Silverado with respect to 
the proposed letter of credit. 

I was advised that the letter of credit was approved, but with a 
condition that prior to issuance or funding, Silverado would require 
from me hard collateral to support the loan. Since the line of credit 
was never issued, I never even negotiated with Silverado on the 
collateral, so the proposed loan was never consummated. 

Finally, during the preceding hearing and later press reports, 
great emphasis has been placed on the $100,000.00 loan made by 
me to Neil. I would like to set the record straight on this matter. 

Neil testified that you would have to understand him good to un- 
derstand the loan relationship. But he did not elaborate. So I will. 

I made the $100,000.00 loan to Neil in 1984 prior to Neil’s ap- 
pointment to the Silverado board, but after he became valued part- 
ner of mine in the oil and gas business, and a personal friend. 
Why? 

During the preceding days or weeks, I had made several million 
dollars trading commodities, and I thought I would make severed 
million more. And it was my desire to share the reward, but not 
the risk, with several valued business and personal associates. This 
is in keeping with a long-established modus operandi of mine to 
share my success with other business associates whose efforts and 
dedication made substantial contributions to my financial success. 

What did I do? I advised several of my close associates, including 
my secretary, my bookkeeper, and others, that I desired to loan 
them money to set up commodity accounts that I would invest on 
their behalf with the provision that all profits, if any, would be 
theirs, but any losses, I would absorb. 

During our first few days, each of the participants, including 
myself, had substantial unrealized profits, which was most pleasing 
to me. 

I communicated with each of the associates regularly, advising 
them of the profits that could be taken, telling them that they may 
desire to take a quick profit and run, but that I was staying with 
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my substantial position, because I felt prices would continue to 
spiral. 

One of the accounts said to sell. Unfortunately for the rest of us, 
including myself, we did not, and a quick profit turned to a quick 
loss. As per the agreement with Neil, my secretary, my bookkeeper 
and others, I absorbed the full loss. 

In conclusion, with respect to Neil personally, I must admit that 
I am shocked by the personal attacks that continue to be made 
upon him with regard to his role in Silverado. I can testify without 
hesitation that Neil is a man of absolute integrity, and I do not 
know of a single individual who knows Neil or who has dealt with 
him who would question his integrity one bit — his thoughts, his 
words, or his deeds. 

Thank you, Mr. Chairman. 

[The prepared statement of Kenneth M. Good can be found in 
the appendix.] 

The Chairman. Thank you, sir. 

Mr. Brown, I notice that you are appearing here voluntarily; and 
we wanted to express our gratitude for that. 

You are recognized next, and you may proceed as you deem best. 

STATEMENT OF SPENCER I. BROWNE, PRESIDENT, MJ).C. 

HOLDINGS, INC. 

Mr. Browne. Thank you, Mr. Chairman. 

My name is Spencer I. Browne. And since December 1989, 1 have 
been the President and Chief Operating Officer of MDC Holdings. 

After graduation from law school in 1974, I spent 5 years at the 
SEC here in Washington, and later five years in the private prac- 
tice of law, before joining MDC in 1984 as its general counsel. 

During the period in question, I was primarily concerned with 
the corporate side of MDC’s business. MDC had separate in-house 
real estate counsel and used outside counsel for all major real 
estate transactions. 

MDC welcomes this opportunity to assist the committee in its in- 
vestigation of the causes of the current crisis in the thrift industry. 
We wish to emphasize that MDC is appearing here, as the Chair- 
man noted, voluntarily and without the need for a subpoena. 

Home building is one of the engines that drives our economy. 
The thrift industry plays an integral role in financing home build- 
ers nationwide. As one of this nation’s largest home builders, MDC 
is concerned that unless the thrift industry is brought back to 
health, and again concentrates its efforts on extending home mort- 
gages to America’s families, the American dream of home owner- 
ship may die. 

MDC has cooperated fully with the Securities & Exchange Com- 
mission and with the Resolution Trust Corporation in their exami- 
nation of the failure of savings and loan institutions. MDC also has 
met with the committee’s staff and now is pleased to appear before 
this committee. 

Perhaps a few words on MDC’s business would be in order. MDC 
is a large public company, active in all phases of the home building 
industry. The company has constructed approximately 29,000 
homes across the country. 
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In its home building operations, MDC acquires and develops raw 
land, designs and constructs housing developments and individual 
homes, markets and sells homes to individual home buyers, and 
provides competitively-priced mortgage financing to many of its 
customers. 

MDC has developed a business strategy that conserves high-cost 
capital. This strategy involves selling parcels of undeveloped resi- 
dential property and excess finished sites as well as commercial 
portions of its planned unit developments to other entities that 
have lower costs of capital and desire to take the greater risk of 
development to earn high returns. MDC in certain cases retains op- 
tions to purchase from these entities finished sites suitable for 
home building. 

MDC has assets of approximately $1.5 billion, stockholders' 
equity of over $150 million, and its stock is traded on the New 
York Stock Exchange. 

MDC made two investments in Silverado, purchasing a total of 
$6 million of preferred stock and $14 million of subordinated debt. 
These investments and Silverado’s concurrent purchases of real 
estate and mortgages from MDC were conditioned upon approval 
by Federal thrift regulators. Publicly-available documents appear 
to confirm that these transactions were approved. 

As the regulators testified before this committee on May 22, 
1990, MDC’s purchase of Silverado preferred stock and subordinat- 
ed debt were not a part of Silverado’s quid pro quo program. MDC 
was a passive investor in Silverado. MDC was never a major bor- 
rower of Silverado, and all loans by Silverado to MDC have been 
repaid or are current. No officer or director of MDC ever served as 
an officer or director of Silverado. MDC had no voting rights in Sil- 
verado and exercised no control or influence over the institution or 
its management. 

MDC did not invest in Silverado after June 1986. Following Sil- 
verado’s addition in July 1988 of $198 million to its loan loss re- 
serve, MDC wrote off its entire $20 million investment in Silver- 
ado. There appears to be no likelihood that MDC will recover any 
portion of its $20 million investment. 

If anything, we, like the American taxpayers, are a victim of the 
failure of Silverado. MDC is and was during the latter part of the 
1980’s, the largest home builder in Colorado. After Silverado en- 
tered the commercial and large scale residential development busi- 
ness, MDC sold Silverado some of its undeveloped residential prop- 
erty and the commercial parcels of some of its large planned unit 
developments. 

MDC’s land sales to Silverado all occurred by September of 1986, 
before the major downturn in the Southwest real estate market. In 
1986 and 1987, Silverado purchased approximately $200 million of 
home mortgage loans from MDC. Substantially all of these mort- 
gages were originated by MDC for purchasers of homes MDC had 
built in the Southwest. 

The home mortgage loans sold by MDC to Silverado have per- 
formed better than comparable FHA/VA mortgages. MDC contin- 
ues to service these mortgages, delivering a payment of over $1 
million a month to Silverado. MDC has honored all business obliga- 
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tions to Silverado, even though Silverado has defaulted on certain 
obligations to MDC. 

The staff of this committee has expressed an interest in MDC’s 
business relationships with savings and loan institutions that later 
failed. MDC was the largest home builder in Colorado and a major 
builder in Arizona and Texas. MDC therefore did business with 
commercial lenders and large thrifts in these states, including Lin- 
coln Savings and Silverado. 

Virtually all the property Lincoln Savings and Silverado pur- 
chased from MDC came from MDC’s inventory of real estate. On 
only one occasion did Silverado purchase from MDC, a property 
MDC had purchased from Lincoln. Similarly, substantially all the 
home mortgage loans Silverado purchased from MDC were origi- 
nated by MDC for its home buyer customers. 

MDC has not engaged in any transaction with CenTrust. The 
facts then dispel the notion raised in the newspapers and before 
this committee that MDC served as a conduit of assets for Lincoln 
Savings, Silverado or any other savings and loan institution. 

As a home builder and mortgage company, MDC has a strong in- 
terest in seeing that the savings and loan industry is stable and 
healthy. More specifically, MDC believes that it is essential that 
Congress take action to ensure that affordable mortgage financing 
is available to the American public, particularly for middle-class 
buyers who otherwise might not be able to finance the purchase of 
a home. 

By participating voluntarily in these hearings, MDC wishes to 
help the committee define the cause of the thrift industry crisis to 
ensure that these problems do not reoccur. Thank you, Mr. Chair- 
man. 

[The prepared statement of Spencer I. Browne can be found in 
the appendix.] 

The Chairman. Thank you, sir. Mr. Sullivan? 

STATEMENT OF JOHN R. SULLIVAN, CHIEF EXECUTIVE OFFICER, 

SDC LAND PARTNERS 

Mr. Sullivan. Mr. Chairman and members of the Committee, 
my name is John R. Sullivan. I’m chairman of the board of Sulli- 
van Development Co., a real estate development company based in 
Dallas, Texas. I have advised the committee staff in the past that I 
would attend the hearing before the committee, and accordingly, I 
appear here today voluntarily. 

I understand from the committee staff that I should address the 
loan that SDC Land Partners Limited received from Silverado 
Banking 

Mr. Annunzio. Will you talk into the microphone, please? 

Mr. Sullivan. I’m sorry? 

Mr. Annunzio. Talk into the microphone, please. 

Mr. Sullivan. OK. SDC Land Partners is a Texas partnership in 
which Sullivan Development Company is a general partner. At the 
outset, I should explain that I’ve been involved in the real estate 
market for 17 years. For the past 14 years, I have developed real 
estate in the Dallas/Fort Worth area, assisting in the development 
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of apartments condominiums, office buildings and shopping cen- 
ters. 

I am hopeful that I have acquired a reputation in the Dallas/ 
Fort Worth real estate market as a successful developer and man- 
ager of commercial and residential developments. Over the years, 
Sullivan Development Company and affiliated companies — collec- 
tively, SDC — acquired various parcels of real estate, including 1 
large tract located in southwest Fort Worth known as Cityview. 

The tract was originally composed of approximately 660 acres of 
largely undeveloped land. With financing from what was then 
known as Interfirst Dallas, we embarked on the task of developing 
Cityview for multifamily housing and commercial buildings. Streets 
were installed and paved, Multifamily housing, shopping centers 
and community hospitals were built on parcels of the Cityview 
property. 

In fact, approximately $150 million was spent in the construction 
of apartments, retail centers and other centers in this property. Ci- 
tyview was characterized in the press as one of the bright spots in 
Ft. Worth and an example of a well planned, mixed use develop- 
ment. 

In late 1986 and early 1987, SDC sought additional financing to 
sustain further development of Cityview and other projects, to 
retire some debt on loans covering those properties and to recover 
some of the equity built up in the properties. I contacted Silverado 
Savings to ascertain whether it would be interested in making a 
loan with recourse only to the underiving property. 

I wish to emphasize that, prior to this initial contact, I had never 
done business with Silverado Savings. In fact, I did not know tiny 
officer, director or employee of Silverado. I had only heard that Sil- 
verado was an institution interested in making real estate loans. I 
provided Silverado with plats, appraisals and financial information 
relating to Cityview and the other properties. 

Information regarding existing loans on the properties of ap- 
proximately $40 million was also furnished to Silverado. Subse- 
quently, Mr. Oldham of Silverado Savings visited the properties 
and explained that Silverado wanted to secure their own appraisals 
for the properties. He made it clear that Silverado would interview 
.appraisers and make their owns selection. 

Neither I nor, to my knowledge, any of mv colleagues chose the 
appraiser who conducted the appraisals for Silverado. I later 
learned that the appraiser valued the properties at approximately 
$135 million. After other representatives from Silverado inspected 
the properties, Silverado proposed to lend to SDC Land Partners, 
an amount at a loan-to-value ratio of approximately 80 percent. 

Silverado agreed that the loan would be non-recourse and would 
be secured by second leans on the Cityview and other properties. 
Silverado also proposed that SDC purchase approximately $20 mil- 
lion in stock from Silverado. During the course of further negotia- 
tions, Silverado modified its proposal in two significant respects. 

First, it indicated that it would be willing to agree to the loan if, 
instead of purchasing approximately $20 million of stock, SDC 
Land Partners would purchase for approximately $18 million, in- 
terest in loan pools that had been formed of approximately $21 mil- 
lion in face value. 
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Second, Silverado wanted a guarantee from a company with a 
net worth of $7.5 million dollars. When Silverado proposed the in- 
vestment in the loan pool, I demanded assurances that the transac- 
tion was consistent with all regulations and other applicable laws. 

I was assured by Silverado’s representation that the loan pool in- 
vestment was in legal compliance and that, in fact, the Federal 
Home Loan Bank was aware of the transaction. I also wish to 
stress that three separate law firms reviewed this transaction and 
assured me that the transaction was in compliance with the law. 

As the date for the closing of the loan approached, I learned that 
the Federal Home Loan Bank of Topeka was inquiring about the 
loan and that the closing would have to be postponed. Subsequent- 
ly, I was told by Silverado representatives that the Federal Home 
Loan Bank had reviewed the transaction and had approved it for 
closing. 

The total amount of the loan was $73,812,796. There is currently 
dispute as to whether there was a default on the Cityview property 
and the matter is now in litigation. 

Mr. Chairman, I appreciate the opportunity to appear before the 
Committee. 

[The prepared statement of John R. Sullivan can be found in the 
appendix.] 

The Chairman. Thank you very much, sir. I have several ques- 
tions for the witnesses. Mr. Good, in late December of 1986, you re- 
structured two loans from Silverado with a face value of about $32 
million, according to the records we have. In this restructuring, 
you paid down the loans by $3 million and Silverado released $11.5 
million dollars in collateral and guarantees pledged by you as Secu- 
rity for the loans. 

Also, in late December 1986, you sold preferred stock in the hold- 
ing company, the Silverado Financial Corporation, which you had 
acquired in 1984 or earlier, at a cost of $14 million, to Mr. Wise for 
$3 million; $100,000 in cash and the balance in promissory notes. 

On the surface, given the nature and timing of these transac- 
tions, the positions held by Mr. Wise within Silverado and your’s 
and Mr. Wise’s ownership interest in the holding company and the 
amounts involved; that is, you got $11.5 million in collateral and 
personal guarantees released by Silverado, you took a loss of $11 
million on the sale of the stock and upon your default on the loan, 
Silverado took a loss estimated to be somewhere between $12 and 
$13 million, it would appear that a quid pro quo may have been 
arranged so that Silverado would take the ultimate loss. 

When your loans were restructured by Silverado, was Mr. Wise 
involved in negotiating the restructuring, and, second, can you 
please tell the committee why you sold your $14 million in pre- 
ferred stock to Mr. Wise for $3 million, and third, did you or any 
one of your affiliated companies lend Mr. Wise the funds he used 
to give you the initial $100,000 cash for the preferred stock? 

Mr. Good. Mr. Chairman, the transactions were in no way relat- 
ed to each other. At the end of 1986, there were substantial 
changes that were being made in the applicable tax law at that 
time, and it was absolutely essential, from my tax planning stand- 
point, that I recognize the loss that I felt that I had incurred on the 
Silverado stock. 
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I had been seeking to sell it for more than the past year and had 
talked to numerous individuals and the best and, I guess, only offer 
that I did receive was from Mr. Wise. That transaction was con- 
summated on the last day of the business year, at which time I re- 
ceived a $100,000 or $200,000 downpayment from him and carried 
back a non-recourse note from the balance. I frankly thought it 
was a good sale at that time. 

With respect to the other transaction, that had been negotiated 
over a period of 3 or 4 months with severed of the Silverado offi- 
cers, primarily Bob Lewis. I was involved in many of the discus- 
sions. Counsel had been involved in the discussions and actually, 
the proposal had emanated from a series of possibilities. 

The final resolution, though, was that we did prepay $3 million 
to Silverado to establish an additional interest reserve, but the 
lender providing the funds to me at that time stipulated that the 
funds would be available only if I were relieved of all personal li- 
abilities remaining, because they did not want to have me come 
back and have to borrow another $20 or $25 million in six months. 

The Chairman. That third question; did you or any of your affili- 
ates loan any of that money to Mr. Wise? 

Mr. Good. No, I do not know where Mr. Wise received the 
$100,000 or $200,00, as the case may be. Obviously, I tried to get an 
all-cash transaction, but I could not do so at that time. 

The Chairman. So then Mr. Wise was, in effect, involved in ne- 
gotiating the restructuring? 

Mr. Good. Mr. Wise was the Chairman of the Board at the time, 
I believe. I think he was involved in some of the negotiations, al- 
though I think Bob Lewis and other members of his staff were inti- 
mately involved also. 

The Chairman. In your December 30, 1986 financial statement, 
you show a total of $4.4 million in notes receivable from Mr. Wise 
to you personally or to the companies affiliated with you. The notes 
identified on your financial statement are $1.5 million pledge to 
Silverado on behalf of Max Holdings, $1,300,000 and $1,200,000, 
this note owned by related parties and pledged as security to 
Sandia S&L for a total of $4,400,000. 

Could you tell the committee when these loans were made, the 
purpose of the loans, what collateral or security you obtained from 
Mr. Wise to ensure the repayment of the loans? 

Mr. Good. Mr. Chairman, the loans were — actually, when Mr. 
Wise bought my stock, he paid me the $100,000 or $200,000 down 
and then pledged to me the stock for the balance of the payments, 
although the loans were non-recourse, so that’s how the loans were 
initiated. They were not loans to him; they were actually a pay- 
ment he owed me to pay for the stock for him to get good and clear 
title to it. 

The Chairman. What is the status of the loans? That is, has Mr. 
Wise repaid the loan amounts and any interest due on the loans? 

Mr. Good. Unfortunately, no. I think I did receive possibly one or 
two payments but it became evident to me, oh, within a period of 
the following year certainly that Silverado’s troubles had deepened 
and that I would probably be lucky to ever receive further pay- 
ments on the notes. 



67 


The Chairman. Besides these transactions, could you tell us if 
you have any other business relations or dealings with Mr. Wise of 
any sort and if you do, could you describe them? 

Mr. Good. No, I’ve never had any other dealings with Mr. Wise 
other than his role as the Chief Executive of Silverado. 

The Chairman. The one thing, as you did mention, and unfortu- 
nately sometimes it is very difficult to avoid the political motiva- 
tion, but in 1984 or earlier you did loan Mr. Bush $100,000 and you 
explained the conditions as I recall based on your involvement in 
the commodities. 

That was two years before Mr. Bush got on the board. 

In the May 22nd hearings Mr. Bush told the committee that you 
had 100 percent control of the loan funds which you invested in 
very high risk commodity deals that were unsuccessful. 

The question I think would be, can you tell us whether you have 
made similar loans to other individuals? I think you implied that 
but I am going to still ask the question — that is, risk-free, non-re- 
payable loans. 

Secondly, relative to the Neil Bush loan, did you have full discre- 
tionary control over the loan funds? 

Mr. Good. With regard to you first question, Mr. Chairman, yes, 
I have and on this particular occasion I believe there were 8 other 
people who did participate in the loans that I provided at that 
time. I think I also testified that this frankly had been a modus 
operandi of mine for many years. Sometimes it worked out very 
successfully. In fact, one of my associates on one similar transac- 
tion several years earlier had made well over a million dollars. 
This was a means of attracting and keeping loyal business associ- 
ates in a form of compensation to them. 

Believe me, I didn’t ever had trouble asking my secretary or my 
bookkeeper to work late when they could expect this type of shar- 
ing in whatever success I might have. 

You asked one other question. May I ask you to repeat it? 

The Chairman. Yes, sir. The control factor — 

Mr. Good. That’s fine. I remember. I had absolute control over 
the investment. As I testified, I would call people, particularly in 
one case there was a fairly substantial profit one day and some- 
body said I want to sell. She was very fortunate. She sold, but I had 
absolute control even though I would discuss it with the various 
participants. 

The Chairman. In the case of these other recipients of this ar- 
rangement, were the loans in the range or near the range of the 
loan in the case of Mr. Bush? 

Mr. Good. My recollection is that the loans were in the range of 
$10,000 to the highest level was $350,000. 

The Chairman. All right. I don’t know how much time we have. 

We have a recorded vote notice. 

I think perhaps the wisest thing to do would be to recess to 
enable the members to record their vote and we’ll be back as 
promptly as possible. 

[Recess.] 

The Chairman. The committee will please come to order. 
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Mr. Good, before we recessed, I was trying to follow through, but 
of course it is a pretty difficult thing for us. And I want to restruc- 
ture my own question. 

According to the Office of Thrift Supervision, by December of 
1986 when you were restructuring your loan commitments with Sil- 
verado, you had already agreed to provide roughly $5 million in 
new finances to a partnership between Silverado director Mr. Bush 
and his JNB, and your own Good International. 

My question is, did you provide several million dollars in financ- 
ing to one of Mr. Bush’s business enterprises, and was the board of 
directors of Silverado made aware of this commitment when you 
were restructuring your loans with Silverado? 

Now, you finally agreed to pay $3 million in cash to have $11.5 
million in collateral, as we were discussing a while ago, released. 

The second question in connection with that is who negotiated 
this deal with you; and were you initially asked to contribute more 
than $3 million to Silverado as part of the restructuring deal, so 
that we can then ascertain the ultimate loss to Silverado on the 
restructured and defaulted loans? That is the main thing we are 
trying to uncover. We are trying to find out wherein the loss to the 
institution. 

I asked these questions seriatim, but maybe I ought to repeat 
them. 

Did you provide several million dollars in finances to one of the 
business enterprises operated by Mr. Bush? 

Mr. Good. Mr. Chairman, earlier in 1986, Mr. Bush and I had 
modified our business relationship. And I am not sure exactly what 
date it was actually put down on paper. 

The Chairman. Will you please allow me to interrupt you at that 
point? 

In 1986, do you recall if this was before Mr. Bush came on the 
board or after? 

Mr. Good. I do not recall the date. Possibly somebody could re- 
fresh my memory as to exactly what date he did join the Silverado 
board. 

The Chairman. Well, that is right, because by 1986 he had been 
on the Board since August 1985. 

Mr. Good. Then this would have been after. It was my desire at 
that time, and after, again, arms-length negotiation with Neil Bush 
and his other, the other two partners in the business, I obtained an 
option to acquire up to an 80 percent interest in JNB, and its affili- 
ates. 

The reason for requiring the 80 percent interest is that I then 
controlled a large company in Florida, and for tax reasons, we 
wanted to be able to consolidate all of our income reporting 
through that entity. And that was possibly only if I had an 80 per- 
cent interest. 

The 80 percent interest was an option that was negotiated. 
During 1986, I personally contributed some additional amounts of 
funding to JNB. I do not recall the exact amount, although certain- 
ly we can provide whatever records you may want there. My guess 
is $300,000.00 to $500,000.00. 

The total was never intended to be $5 million, because I had al- 
ready provided, I think, a million and three quarters, I think, or 
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something of that amount. So I think to earn my full 80 percent 
interest, I had the obligation to contribute an additional 
$3,250,000.00. 1 think that is one of the questions. 

The Chairman. Well, on the released collateral, with whom was 
that negotiated? 

Mr. Good. These negotiations began, to the best of my recollec- 
tion, possibly as early as August or September of 1986. I had ac- 
quired control of a substantial company in Florida. And working 
with my investment banker at the time, Donaldson, Lufkin, Jen- 
rette, a wholly-owned subsidiary of Equitable Life, we determined 
that we would, they wanted to see me restructure some of my debt 
agreements on properties that I owned outside the quote “Gulf 
Stream umbrella.” 

We began that ask in early — I am sorry — late Summer of 1986. 
Negotiations took place with Bob Lewis, with Mike Wise. The ini- 
tial transaction that we had contemplated, basically I said to them, 
I have a problem, and you have a problem. The property has not 
sold. It does not look like to me, based upon the Denver market, it 
will sell for a period of time. I have a very substantial company in 
Florida. And I have gotten my lenders there to agree to cooperate 
on a restructure. And we were actually initially offered a $7.5 mil- 
lion paydown, but it would have required them to make an invest- 
ment in Florida. They declined to do so, which frankly, at the time, 
I thought was a very big mistake. In retrospect, it looks like that 
might have been smart, because the Florida market started suffer- 
ing just as Colorado did. But we had then extensive negotiations, 
some of which I was involved in, some of which were handled by 
counsel, to negotiate the $3 million payment. 

In retrospect, I probably would have been far better off never 
making that payment, because it proved to be a very costly financ- 
ing for my company in Florida to allow me to take those funds out 
for that prepayment. But it was a hard negotiation. 

The Chairman. My final question. What was the ultimate cost to 
Silverado on your restructured and defaulted loans? Your estimate. 

Mr. Good. I could not tell you what the ultimate cost will be, be- 
cause I do not think as any of us sit here we know what the ulti- 
mate recovery, if ever, will be, in Denver, Colorado and the oil 
patch states. We do not know when there will be lending available 
again. And I think there will be a substantial loss. 

But what the ultimate cost will be, I do not know. 

The Chairman. Would you say — at this point from the OTS ma- 
terial and documentary evidence, it would seem that it would be no 
less than about $12 million — would you say that is in the ballpark? 

Mr. Good. Mr. Chairman, that might even be a conservative 
number today, based upon how bad things are in the real estate 
market. 

The Chairman. Mr. Leach. 

Mr. Leach. Mr. Browne, I would like to ask you several ques- 
tions. 

MDC, I understand, had some loans from Silverado; is that cor- 
rect? 

Mr. Browne. That is correct, Mr. Leach. But all of the loans that 
we ever had from Silverado were paid back in full or are current. 
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Mr. Leach. Did you ever have loans from other thrifts? And let 
me just mention several in particular. 

Did you ever have loans from let us say Vernon, from Lincoln, 
from CenTrust? 

Mr. Browne. We do have a loan from Lincoln Savings that was 
negotiated in September, I believe, of 1987. That loan has been re- 
structured by the RTC and extended for MDC. 

It was originally a $75 million line of credit secured by real 
estate. However, Lincoln never funded it up to the extent, I think, 
that MDC desired. In addition, MDC paid a $750,000.00 commit- 
ment fee for the loan. And when the Federal receivers took over 
Lincoln, MDC made an additional draw request, which was denied 
in, I guess, negotiations. The receivers agreed to extend the loan, 
but to cut it down from $75 million to $20 million. 

Mr. Leach. Did you ever have a loan with CenTrust or Vernon? 

Mr. Browne. We never had a loan with CenTrust. As a matter of 
fact, Congressman Leach, we never did any transactions with Cen- 
Trust. 

Mr. Leach. And Vernon? 

Mr. Browne. Pardon me? 

Mr. Leach. And Vernon. 

Mr. Browne. Vernon Savings, no. 

Mr. Leach. What is your relationship with Drexel Burnham? 

Mr. Browne. As I am sure you are aware, Drexel Burnham is, 
was a large investment banking firm. During the early 1980’s, 
when home builders such as MDC were seeking to raise capital, 
Drexel Burnham presented probably the best source for financing. 
Drexel Burnham raised high-yield financing for MDC as well as 
FPA, U.S. Homes and another, Toll Brothers, here on the East 
Coast. 

Mr. Leach. How much did it raise for you, sir? 

Mr. Browne. They raised I believe around $750 million in debt 
and equity financing. 

Mr. Leach. So you have a $20-plus million loan from Lincoln, 
and $750 million from Drexel. 

What was the maximum of your loan with Lincoln? 

Mr. Browne. The maximum of the loan was $75 million. But I do 
not think it ever got over about $30 million. 

Mr. Leach. Did you ever buy preferred stock from Mr. Good’s 
thrift? 

Mr. Browne. Pardon me? 

Mr. Leach. Did you ever buy preferred stock from Silverado? 

Mr. Browne. We did purchase preferred stock from Silverado in 
I believe September 1984, in a transaction that the public docu- 
ments that we have subsequently received indicate that the trans- 
action was approved by the Home Loan Bank Board. And we did 
that in exchange for commercial land and multi-family land, in a 
large-planed unit development that we had in Denver, Colorado. 

Mr. Leach. So Silverado got the land and you got the preferred 
stock? 

Mr. Browne. That is correct. 

Mr. Leach. One of the whole implications of this is why would 
someone buy preferred stock in an institution that looked to fairly 
clever people in real estate to be insolvent? I don’t say it looked 
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that way to the regulators, but it certainly locked to the really 
wise and thoughtful, as I understand, at the time, and I'd put your 
company in the pretty shrewd category. Why did you take pre- 
ferred stock for this land? Were you then in the process of also bor- 
rowing from the thrift? I mean, what was your incentive? Did they 
accept with that land obligations — for example, loans outstanding 
on the land — or is it just pure land that they got — 

Mr. Browne. To the best of my recollection, Congressman, the 
land was free and clear, and it was also the subject of, I think, four 
appraisals which were sent back to the Home Loan Bank — 

Mr. Leach. In other words, if you gave free and clear land for 
preferred stock, you did a bad deal for yourself? 

Mr. Browne. Well, looking back on it now, it wasn’t a very good 
deal. 

Mr. Leach. A good deal how? 

Mr. Browne. I said, looking back on it now, it was a bad deal for 
MDC because we lost $6 million on the preferred stock, and the 
land that was on our books for, I think, in excess of 3Vfe million 
dollars. 

Mr. Leach. What would have caused you to do it? Were there 
any implicit quid pro quos? I mean, I’m viewing you as a shrewd 
real estate developer. You give free and clear land, and you get 
preferred stock. Did you get anything else? 

Mr. Browne. We actually — we didn’t get anything else, but you 
have to understand. Congressman Leach, that MDC is in the home 
building business, and as you buy large pieces of real estate for de- 
velopment into lots for single-family homes, portions of the land 
are zoned for different purposes, and these particular tracts that 
we sold to Silverado were zoned for commercial and multifamily 
use, and it was part of our business strategy to sell these pieces of 
property to others who were involved in that particular business. 

In addition, with respect to the preferred stock, at the time, our 
decision was based on audited financial statements, and I think, as 
the regulators said this morning, we didn’t have any access to any 
of the documents Silverado furnished to the Home Loan Bank 
Board. Based on the documents that we saw, we thought at the 
time that it was a good investment. 

In addition, I think the other thing that’s important to note is 
that the preferred stock actually paid dividends, and you know raw 
land doesn’t pay — 

Mr. Leach. How much did you get out of it, then? 

Mr. Browne. Pardon me? 

Mr. Leach. How much in dividends did you get out of this? 

Mr. Browne. The dividend was actually a floating rate. The base 
rate, I think, was 10.5 percent. 

Mr. Leach. I mean, over 3 or 4 years, five years, did you get 
$100,000, a half-a-million dollars? 

Mr. Browne. I would say that over about a 3-year period, we 
probably got close to $2 million in dividends. 

Mr. Leach. Two-million in dividends over three years for land 
you appraised at $3 million, $3.5? 

Mr. Browne. The land was appraised at substantially more than 
that. In fact, the four appraisals of the land were sent back to the 
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district appraiser here in Washington, D.C.; the appraisals, as Mr. 
Mowbray notes in his report, were acceptable. 

Mr. Leach. Well, what I'm trying to get at here is that it looks 
like there has been — and some people have used the phrase “daisy 
chain operations” — I don’t know if that applies in this instance at 
all, or whether people that have sold in middlemen roles have sold 
land back and forth between institutions. 

Let me just ask you this: Did you ever sell any loans, real estate 
between thrifts — for example, between Lincoln and Silverado? 

Mr. Browne. As I previously mentioned in my oral testimony, 
that only actually occurred on one occasion, and during this period 
of time, MDC had revenues of approximately $2.7 billion, and this 
was one parcel of land, one transaction out of probably 350 major 
real estate investments. 

Mr. Leach. What was the value of it? 

Mr. Browne. The property was sold for $7 million to Silverado. 
Again, Congressman Leach, as the regulators made clear in their 
testimony before this Committee on May 22nd, the regulators actu- 
ally went back and did their own appraisal on this particular piece 
of property, and the value was supported by the appraisal that the 
Home Loan Bank Board did. 

Mr. Leach. Thank you, Mr. Chairman. 

The Chairman. Mr. Annunzio? Before, if the gentleman will 
yield, Mr. Browne, you gave us 2 prepared statements, one a good 
lengthy one, and then you had a supplemental statement. Would 
you object if we asked that they be placed in the record in then- 
entirety? 

Mr. Browne. Mr. Chairman, I’d appreciate their being placed in 
the record. 

The Chairman. If there’s no objection, it is so ordered. 

Mr. Annunzio? 

Mr. Annunzio. Thank you, Mr. Chairman. 

Mr. Good, how much in the way of loans did you receive from 
Silverado? 

Mr. Good. I can’t give you an exact dollar figure. I can approxi- 
mate it. It was one loan in the neighborhood of $25 million, an- 
other loan in the neighborhood of $6 million, and possibly there 
were some other loans that have been previously repaid. I don’t 
recall the exact amount. 

Mr. Annunzio. Well, it’s safe to say that it was over $31 millions 
of dollars? 

Mr. Good. Yes. 

Mr. Annunzio. How much of that went into default? 

Mr. Good. The $31 million did go into default. 

Mr. Annunzio. The whole amount. I was very impressed with a 
statement that you made a short time ago when you said that 
when you make a good deal, you’re making money, you like to 
share it with your friends. Do you recall making that statement? 

Mr. Good. Yes, I do, sir. 

Mr. Annunzio. I thought that was a nice gesture on your part. 
I’m wondering now what we’re going to do for the taxpayers. Now, 
you had $31 million in loans, $31 million in default. Do you have 
your own home? 
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Mr. Good. My home is on the market at this time. I can’t find a 
buyer for it. 

Mr. Annunzio. Well, what’s your net worth? 

Mr. Good. Well, before the S&L — in the early 1980’s, before the 
S&L regulations were changed, my net worth was probably — what 
do they say? — seven figures, eight — maybe $100 million. Today — 
$100 million plus. This is before the S&Ls. Today, my net 
worth 

Mr. Annunzio. Now. In AD now. 

Mr. Good, doesn’t have a plus on it. Pardon? 

Mr. Annunzio. Now. AD. 

Mr. Good. AD, it does not have a plus on it. Believe me. 

Mr. Annunzio. It doesn’t have. Well, now you’re selling your 
house. What do you think that’ll bring you? 

Mr. Good. My mortgage on it is $425,000, and I hope I can get a 
few bucks above that. 

Mr. Annunzio. Do you have any automobiles? 

Mr. Good. I sold all of them. 

Mr. Annunzio. I’m getting to a point, because we’re here, we 
have all you men that made all this money, and you’ve loaned all 
this money, and you’ve lost this money. I mean, after all, you can 
say, “Listen, I didn’t get the money, my corporation did.” You 
know, the taxpayers don’t have a corporation to write any of these 
losses off. What I’m getting at is that I don’t know how we can do 
it, but I really do — if we can maybe get down to some of the hu- 
manity that humans are supposed to possess — I think you do. You 
said you share your successes with your friends, you distributed 
your money. 

I mean, I think the taxpayers — we’re trying to sell off all of these 
assets and get the money back into the fund and cut down the 
losses. I think it’s about time that we go after some of these high- 
flyers that were involved in this business. Go after their yachts if 
they’ve got any left, if they’ve got any automobiles left, their 
homes. Strip them of their assets so we can get the money into the 
pot and to the people so it would be less to them, you see. Do you 
have any ideas on that? You know, like Donald Trump couldn’t 
meet his obligations, couldn’t meet his loan limits, and he’s finally 
sold his ship, and he’s selling his — don’t you feel some kind of an 
obligation to the people of America? 

It was their money. This is the one thing that people seem to 
forget, especially people in the financial industry, whether it’s sav- 
ings and loans, banks, securities. You are dealing with the public’s 
money, and you have a responsibility to the public, and they seem 
to deal with that money as though it was theirs, with no shame of 
any kind. Do you feel shame? 

Mr. Good. No, I feel no shame. I think I’ve always conducted — 

Mr. Annunzio. Thirty-one million dollars that you defaulted on, 
$31 million of money, and no shame at all? 

Mr. Good. I do not feel shame because I think shame involves 
guilt, and I think I was as much a victim of the market as any- 
thing else. Do I like this situation I’m in? Absolutely not. Do I 
think I did things wrong? I’m sure, in managing a company of 500 
people, I made some errors in judgment. But that’s why I say, I 
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think we really all share this problem together, and, frankly, there 
aren’t any quick solutions. 

It’s going to take some real intervention from some very creative 
thinkers to figure out a way out of the problem, because when 
there’s no — you know, RTC owns all of these properties today, and 
there’s no market to buy them. So, it may be up to Congress or the 
Administration to readdress, How can we restore normal market 
conditions? We have faced extreme market conditions, and I know 
many very responsible people that have lost everything they have, 
and they’ve been wiped out by the market, and I’m included in 
there. 

What’s the solution? It’s going to be a long-term solution, unfor- 
tunately, and it’s not a pleasant solution — 

Mr. Annunzio. I appreciate your candor. I wanted to get it into 
the record. I know you were sharing all your good fortune. I was 
just wondering about how much you were worth now, and the pos- 
sibility of maybe sharing your good fortune with the taxpayers. Ev- 
erybody likes to kick the poor taxpayers in the head, and we’re 
sure doing a hell of a good job of that right now. 

My time is up. 

The Chairman. Mr. Parris. 

Mr. Parris. Along that line, my friend from Chicago, Mr. Good — 
I’m sorry, I’m not a friend of yours. Kind of a Rocky Mountain 
Santa Claus here. That’s the one part of this whole aspect, what 
you did, and I do not mean to deprecate your generosity, as I know 
Mr. Annunzio does not, but you would agree that one aspect of this 
story is somewhat unusual in that most people don’t go around of- 
fering others — and I understand the Chairman pursued that course 
in questioning with you for a moment, and there were eight or ten 
people involved in that category, and some made money, you lost 
money, etcetera. That’s the one aspect of this involvement of yours 
with Mr. Bush which at least would have to be characterized as un- 
usual. But I understand that’s been pursued. I just have one ques- 
tion in regard to all that. 

Did Neil Bush ever invest in any of your development enter- 
prises? 

Mr. Good. No, he did not, sir. 

Mr. Parris. He had no financial interest in those? 

Mr. Good. No. Neal — 

Mr. Parris. My time is very limited, Mr. Good. So, from the 
loans that you got from Silverado and so forth, if he was not a 
partner and financially involved in any of those, it would not have 
benefited him, would it? 

Mr. Good. No. Not one iota. 

Mr. Parris. Thank you very much, Mr. Good. 

Mr. Sullivan, let me ask you a question. If I understand the 
thrust of your testimony, you were in the real estate business in 
Fort Worth, and at one time, you had $150 million project going on. 
It was pretty good. You got awards for design and a balanced com- 
munity, residential, commercial, hospitals, all the rest of it. Things 
were going pretty good, weren’t they? 

Mr. Sullivan. Generally, yes. 

Mr. Parris. How are they going now? 
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Mr. Sullivan. Well, the market has slowed up somewhat, as we 
all are aware. 

Mr. Parris. Slowed up in Fort Worth? It’s backed up in Fort 
Worth. It’s terrible. 

Mr. Sullivan. Oh, we’re still making sales. I don’t know if 
backed up would be a correct word. 

Mr. Parris. OK. 

Mr. Sullivan. There are still sales going on, but not going to the 
extent that they had in the past. 

Mr. Parris. OK. Now, you took 677 acres, or whatever, 660 acres 
of undeveloped land and went to Silverado. Who suggested that you 
go talk to Silverado in Denver? You’re in Fort Worth, right? 

Mr. Sullivan. Well, actually in Dallas. 

Mr. Parris. OK. Whatever. 

Mr. Sullivan. A colleague of mine mentioned that a college 
roommate of his was familiar with the S&L industry and suggested 
I give him a call, and I gave him a call. 

Mr. Parris. Silverado is hot to make speculative real estate in- 
vestments. Isn’t that the word on the street? They’ll look at any- 
thing. 

Mr. Sullivan. Well, I just knew that they were making large 
land — 

Mr. Parris. Right. You never dealt with them before, but why 
not take a shot, right? 

Mr. Sullivan. Right. 

Mr. Parris. So, you get a hold of somebody in Denver. You say, 
“I got this piece of property. I want to build this project.” How 
much loan did you apply for, Mr. Sullivan? 

Mr. Sullivan. I think the loan we ended up getting was — 

Mr. Parris. That’s not what I asked. How much did you apply 
for? 

Mr. Sullivan. I don't think I ever made an official application 
initially. The discussions were a loan basically along the terms that 
we ended up closing, which was $73 million. 

Mr. Parris. So that’s roughly what you were looking for? 

Mr. Sullivan. Well, in discussions with Silverado, that’s basical- 
ly what they said they would be interested in making a loan so I 
guess generally the answer to the question would be yes. 

Mr. Parris. Yes. Well, where I’m getting to is you state in your 
testimony that you had a $40 million loan against the property at 
the time. Silverado had it appraised then at $135 million. 

What was your appraisal? 

Mr. Sullivan. Congressman, there were several other properties. 
There was a total of four properties in this package. 

The largest property, Cityview, there was an appraisal done by 
one of the well respected large appraisal firms in the Southwest 
that came in I think around $120 million, pretty close to what the 
Silverado appraisal was. 

Mr. Parris. OK, so you thought you had maybe $80 million 
worth of equity in that, when you were applying for the loan? 

Mr. Sullivan. At the time there was a lot of equity in that 
project, yes. 

Mr. Parris. And Silverado says OK, we’ll make you a non-re- 
course 80 percent loan, if you buy the stock pool stuff— 
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Mr. Sullivan. Sorry? 

Mr. Parris. We’ll give you a non-recourse, look only to the prop- 
erty for recourse, we r ll give you an 80 percent loan appraised value 
of $135 million, which turned out to be roughly 73 but you’ve got to 
buy $20 million worth of stock in the stock pool. 

Is that the way it happened? 

Mr. Sullivan. Well, that’s where it started. Then we ended up 
buying a participation in the loan pool. 

Mr. Parris. Then it got turned around from there? 

Mr. Sullivan. That’s right. 

Mr. Parris. But the Federal Home Loan Bank Board in Topeka 
approved that? 

Mr. Sullivan. As far as I am aware, yes, they did. 

Mr. Parris. That's what you testified — 

Mr. Sullivan. That’s correct. 

Mr. Parris. — this afternoon, isn’t it? 

Mr. Sullivan. That’s correct. 

Mr. Parris. And the $73 million loan was made. 

Mr. Sulijvan. Yes. 

Mr. Parris. All right, and it’s now in litigation. 

Mr. Sullivan. Yes. 

Mr. Parris. Can you tell us who in Topeka reviewed all of this 
and examined it and said this is fine? 

Mr. Sullivan. I didn’t talk directly with whoever approved it. I 
was just told by Silverado that they had approved the loan. 

Mr. Parris. Do you have any evidence of that in writing that you 
could share with, us, Mr. Sullivan? 

I am not questioning the accuracy of your statement. 

Is there any evidence that we could pursue that Mr. or Mrs. X or 
whoever at such-and-such authority said this was wonderful? 

Mr. Sullivan. I think I may have seen some letter that — be- 
tween Silverado and the Federal Home Loan Bank that had some- 
thing to do with letting this loan go forward. 

Mr. Parris. Well, I would be very much grateful, Mr. Sullivan, if 
you would review your files and if there is any possibility of shar- 
ing that information with us I think it would be very helpful to try 
to — 

Mr. Sullivan. Congressman, I can tell you that I remember sit- 
ting at a closing table and the transaction was on hold and some- 
one coming in either with Silverado or their attorney saying the 
Federal Home Loan Bank has just approved the transaction to 
close in front of a whole lot of witnesses. 

Mr. Parris. Yes, but that’s not very helpful to us, Mr. Sullivan. 
It’s like “the Congress thinks” — 435 people make up the Congress. 
The Federal Home Loan Bank Board is a big outfit. 

What is it, Mr. Mowbray? Was it his assistant, was it his secre- 
tary? I mean who? The janitor? 

It doesn’t help much to say it’s just the bank approved it. That is 
why we’re trying to get to the bottom of this. 

Mr. Sullivan. I’m not sure who. 

Mr. Parris. Well, if you get any information, my time has ex- 
pired, I would be very grateful if you'd share that with us. Thank 
you. 

Mr. Sullivan. Yes. 
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The Chairman. Mr. Hubbard. 

Mr. Hubbard. Thank you, Mr. Chairman. 

Mr. Sullivan, continuing the line of questioning that my col- 
league Mr. Parris has just completed, the loan the Silverado made 
to your SDC partnership, the Cityview loan, represented the larg- 
est single loan loss to the institution. It was also the last loan to be 
made under Silverado’s quid pro quo program. 

You have told us some of the circumstances surrounding the 
loan. Am I correct that you approached Silverado? 

Mr. Sullivan. That’s correct. 

Mr. Hubbard. At the recommendation of your college roommate? 

Mr. Sullivan. Yes, my colleague’s college roommate. He basical- 
ly said they would be interested in making these types of loans. 

Mr. Hubbard. Who was your college roommate that recommend- 
ed — 

Mr. Sullivan. It wasn’t my — it was a colleague’s college room- 
mate, which is Bill Heideloff. 

Mr. Hubbard. Pardon me? 

Mr. Sullivan. Bill Heideloff. 

Mr. Hubbard. Where does he live? 

Mr. Sullivan. Ohio. 

Mr. Hubbard. He was familiar with Silverado? 

Mr. Sullivan. Apparently so. 

Mr. Hubbard. Do you know how? 

Mr. Sullivan. No, I don’t. 

Mr. Hubbard. What was required of SDC Partnership under the 
quid pro quo program? 

Mr. Sullivan. SDC Land Partners’ were required to have a cor- 
poration with a net worth of $7.5 million as determined by Silver- 
ado guarantee the loan. 

I was personally required to an additional million dollars over 
and above the 7.5 million to the extent that SDC Land Partners’, I 
believe, net worth dropped. 

Silverado required us to purchase an investment in a mortgage 
pool. It cost me $21 million, face value. 

They provided money for development loss interest, taxes, and so 
forth, with their loan. 

Mr. Hubbard. I understand there was already a first trust on the 
property when you borrowed the funds from Silverado. That’s cor- 
rect? 

Mr. Sullivan. Yes, there was a first lien on — 

Mr. Hubbard. What was the amount of that first trust? 

Mr. Sullivan. The first lien I believe on the City property was 
approximately $35 million. 

Mr. Hubbard. $35 million? 

Mr. Sullivan. Yes. 

Mr. Hubbard. Now what was the amount of your loan from Sil- 
verado? 

Mr. Sullivan. Well, Congressman, I believe the total loan was 
around $73 million for all the property. 

Mr. Hubbard. Are you aware that just a few years ago First Re- 
public Bank of Texas appraised this Cityview property at $52 mil- 
lion? Are you aware of that? 
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Mr. Sullivan. The first time I became aware of that, when I 
read a four page — well, first time in a deposition I believe someone 
may have commented was I aware of that, and I wasn’t, and other 
than someone telling me as a part of this proceeding or that deposi- 
tion I have never been aware of that. 

Mr. Hubbard. But your testimony is that the Silverado reap- 
praisal of Cityview property was at $135 million? 

Mr. Sullivan. Well, once again, $135 million deals with four 
properties. I think, Congressman, you’re referring to one of the 
properties of the $55 million or so that you are referring to. 

Mr. Hubbard. Well, I am looking at the OTS testimony on page 
41, where they said that the bank’s appraisal of this property in 
question was $52 million. 

Mr. Sullivan. OK, and that is one of the properties. The $135 
number that I have given you is the appraised value of four proper- 
ties, approximate appraised value of four properties. 

Mr. Hubbard. Who at Silverado made the proposal? We jure talk- 
ing about you said that Silverado continued the loan on SDC’s pur- 
chase of a $21 million participation in the loan pool. 

Who at Silverado made this proposal? 

Mr. Sullivan. I was primarily dealing with Mr. Sid Roach and 
Jerry Oldham in most of the negotiations with this loan. 

Mr. Hubbard. Had you been turned down by any other lending 
institutions on this particular project prior to Silverado saying OK? 

Mr. Sullivan. On this type of loan, no. When I say no, we never 
really got a submission on these properties that any lenders where- 
by there would have been a turn-down or an approval. 

Mr. Hubbard. So you had not been turned down by other lending 
institutions on this particular project? 

Mr. Sullivan. No. I may have had just general discussions with 
a couple of thrifts on financing but I had never made a specific pro- 
posal to loan on four properties and subsequently was turned down. 

Mr. Hubbard. In other words they didn’t go through the full ap- 
proval process? They just discussed it with you? 

Mr. Sullivan. No, no, I never — I mean nothing ever really got 
going at all. 

Mr. Hubbard. Is it your opinion that the appraisal of $135 mil- 
lion was accurate? 

Mr. Sullivan. Congressman, I’ve never seen the appraisal. Sil- 
verado interviewed appraisers. They selected appraisers on their 
own. They ordered an appraisal and never delivered it and I think 
maybe a year or two or so later we may have gotten a copy of it 
but I don’t recall ever even reviewing that appraisal. 

Mr. Hubbard. But you were aware that your company was being 
allowed to borrow up to 80 percent of $135 million? 

Mr. Sullivan. That’s correct. 

Mr. Hubbard. And you consider this a good deal? 

Mr. Sullivan. A good deal? Looking at it today or — 

Mr. Hubbard. Well, back then. 

Mr. Sullivan. Well, as you know, Congressman, hindsight is 20- 
20 and I don’t think any of us including the Federal Home Loan 
Bank anticipated the kind of problems that we’re seeing today in 
the real estate business. 

Mr. Hubbard. 'Hiank you. Thank you very much. 
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My time has expired, Mr. Chairman. 

The Chairman. Ms. Oakar. 

Ms. Oakar. Thank you, Mr. Chairman. 

To any of the gentleman, did you — well, Mr. Good, did you give 
any free loans? I don’t know — I don’t think it was a loan but any of 
the monies to any other board members of Silverado beyond Mr. 
Bush? 

Mr. Good. No, never. 

Ms. Oakar. No? How did you report — did you report this on your 
income tax? 

I mean how did you report this $100,000 gift? Was it a gift? Was 
it a bad loan? Was it written off somehow? Did you report it in any 
way? 

Mr. Good. It was not a gift. It was a business loan. It was an 
arm’s-length transaction that I had with several other people. 
Frankly, I don’t know in what year it might have been written off. 
I would have to check with my accountants and attorneys but I can 
furnish that information to you but my tax returns have been a 
little complicated and I’ll just have to get you that if you’d like it. 

Ms. Oakar. Yes. It’s such an unusual situation that I think the 
way you reported it might be of interest to the committee. 

I would like the information. 

Did either of you, Mr. Sullivan, Mr. Good, did you get any other 
loans of this magnitude or in any way comparable from any other 
institutions or are we pretty much dealing with Silverado? 

Mr. Sullivan. No. 

Ms. Oakar. No. How about you, Mr. Good? 

Mr. Good. No loans of this magnitude. 

Ms. Oakar. Well, give us a comparable. I mean were there any 
other loans you were able to get elsewhere? 

Mr. Sullivan. Well, I’ve been in the development business about 
14 years — 

Ms. Oakar. Right. 

Mr. Sullivan. — and we have had numerous loans. We borrowed 
money — 

Ms. Oakar. Did any other loans, were any other loans defaulted 
that you were able to get? 

Did you have any other loans that were unsuccessful in terms of 
default? 

Mr. Sullivan. Yes. I think everybody involved in the real estate 
in the Southwest — 

Ms. Oakar. Well, I son asking you specifically. 

Mr. Sullivan. Yes, yes, that’s correct. 

Ms. Oakar. OK. Mr. Good, in your earlier testimony you stated 
that from time to time you make personal loans to persons with 
which you had a business relationship. 

In an effort to remain loyal or because of the loyalty, did you feel 
that this, you know you are under oath. I think this is a real key 
question and we are not trying to — I think we have to get to the 
bottom line question on this. 

Did you make the $100,000 loan to Mr. Bush so that he would 
remain loyal to you as a member of that board? 

Mr. Good. Neil Bush was not on the Silverado board at the time 
the loan was made. 
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Ms. Oakar. OK. Well, that’s a fair answer. 

How about any of the other board members? 

Did either of you gentlemen ever contact any of the other board 
members or have a personal relationship with them in any way 
you would have bestowed on them any kind of gifts or other pri- 
vate transactions with them? 

Did you have a business relationship with any other board 
member? 

Mr. Good. I previously testified as to that, that with the excep- 
tion of my sale of stock to Mike Wise, I had no business relation- 
ship with any member of the Board of Directors, to my knowledge. 

Ms. Oakar. Mr. Wise, and he is, I know, on the next panel, and 
he has had tremendous bonuses from this bank, and was paid 
pretty substantially, along with getting loans himself. What type of 
transaction; how large was your transaction with Mr. Wise? 

Mr. Good. Mr. Chairman, I know you have a tight schedule. And 
I did address that earlier. Possibly you were not in the room. And I 
will be glad to do it again. 

Ms. Oakar. Well, I was representing my Chairman in another 
meeting. But if you can, can you say it for the record? Would you 
like to put it in writing? 

Mr. Good. No, for the record again, I sold my stock to Mr. Wise 
in 19, 1 believe it was 86, at which time, he paid me $100,000.00 or 
$200,000.00 cash down, and I carried back the paper on the balance 
of the stock. 

Ms. Oakar. Mr. Sullivan, did you have any business relationship 
with any of the board members of the bank, of the S&L? 

Mr. Sullivan. No. As I testified, I had never met any of them 
before this transaction, and had conducted no further business with 
them after this transaction. 

Ms. Oakar. Thank you, Mr. Chairman. 

The Chairman. Mr. McDermott. 

Mr. McDermott. Thank you, Mr. Chairman. I would like to com- 
mend you again for having these hearings. 

Mr. Good, in reading your testimony, the first thing I come 
across is the fact that you say Neil Bush joined the Silverado board 
in the Summer of 1986. The OTS says that he started August 22, 
1985. 

I hope that your other records are a little more clever than that. 

Mr. Good. I think you are correct. And that possibly could be a 
typo that I did not catch. I am certainly aware that he was on the 
board, I believe, in 1985. 

Mr. McDermott. OK. 

Mr. Good. Again, my transactions with Silverado were all initiat- 
ed in 1984, prior to him joining the board. 

Mr. McDermott. You know, what troubles me is, I sit and I 
think about all the people out there trying to figure out what went 
on out there, and I think I am going home to Seattle this weekend; 
my mother is going to say, what was that all about? 

And what I am trying to understand in terms of where the 
American people are, you are telling us that you lent $100,000.00 to 
Mr. Bush, no strings attached, none whatsoever. 

Is that correct? 
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Mr. Good. The only string attached was that if we made money, 
which was under my control, I got my first $100,000.00 back; the 
profit was his, the risk was mine. That is correct. 

Mr. McDermott. OK. 

Mr. Good. Just as I did with 8 or 10 other business associates. 

Mr. McDermott. And did your association with JNB ever 
produce any money for you; did you ever make any profit off that 
deal? 

Mr. Good. I think we hit oil in Wyoming. Unfortunately, we com- 
pleted two wells, and with the price of oil, it was soon costing us 
more money to operate the wells than we were realizing out. And 
so no, I did not make money from my investment, although oil is a 
highly speculative business. 

Mr. McDermott. Well, I am a little confused, because you say 
that is was your, it is very nice, Mr. Annunzio pointed it out, this 
was in keeping with my long-established modus operandi to share 
my success with other business associates whose efforts and dedica- 
tion made substantial contributions to my financial success. 

Could you tell us for the record what contribution Mr. Bush 
made to your financial success? 

Mr. Good. Well, in this particular case, Mr. Bush did not make 
any. 

However, he was always, we were always still hoping the next 
big discovery was around the corner. 

Mr. McDermott. So it was not for something that had past hap- 
pened; it was for something that would happen in the future? 

Mr. Good. No, it was for an association, that he was working 
very, very hard, just as my secretary, bookkeeper. They did not 
make money. But we all were in it together. 

Mr. McDermott. Well, I can see the bookkeeper. They were actu- 
ally doing something. And your secretary was actually doing some- 
thing. Mr. Bush, as far as we can tell, did not do anything for your 
financial success, except let you join in with his name and get in- 
volved in his deal. 

Mr. Good. We did not make money, although we had some close 
calls. 

Mr. McDermott. The American public has had some close calls 
in this baby, too. 

You then bought him out, 80 percent interest, for $440,000.00. Is 
that correct? 

Mr. Good. No, that is not correct. 

Mr. McDermott. That is what our records show. What did you 
pay to get the 80 percent interest? 

Mr. Good. The 80 percent interest was a modification of our 
original partnership agreement that allowed me over a period of 
time to provide up to an additional $2 million or $3 million of cap- 
ital for the company, not to go into Neil’s pocket, but capital for, 
working capital for the company. 

Mr. McDermott. Wait a minute. Let me just stop you. 

Our records show that Mr. Bush was to receive a $120,000.00 
annual salary and a bonus of $22,500.00 in April 1987. 

Now, that sounds like some of that money which you put in 
would go into his pocket. You are saying absolutely none of that 
went in; it all went out into drilling wells? 
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Mr. Good. No, no, no, no. Neil was the operating partner of the 
company and as such, yes, he did receive a salary. 

Mr. McDermott. So you were essentially paying his salary by 
putting that $3 million into the business? 

Mr. Good. For some period of time, yes. 

Mr. McDermott. OK. So he has got $100,000.00 out of you. Now 
he has $122,000.00 a year out of you in the form of salary, right? I 
mean, we got that much straight. And this is the man that you 
think sits on the board and has no interest in your financial sol- 
vency? 

Mr. Good. I did not represent that he did not have an interest. I 
also represented that he abstained from every single transaction 
that I was involved with. 

Mr. McDermott. He did not speak to anybody, did not present to 
the Board, he had absolutely nothing, he was not at the meetings, 
no contact whatsoever with that process, the $900,000.00 line of 
credit? 

Mr. Good. I am sure Mr. Bush attended board meetings. It is my 
testimony that he was never asked to, nor did he ever, vote on any 
matter involving Ken Good at Silverado Bank. 

And with respect to his salary of $100,000.00 or $120,000.00 a 
year, at the time, that was probably very typical of the industry, in 
fact, possibly was even a lower salary than a person of his position 
would have had at that time. 

Mr. McDermott. I just want to establish the fact that you had 
an interest in him and he had an interest in you. For you to try 
and sell the American public with the idea that here were two 
arms-length people with no interest in how the other guy was 
doing is absolutely, well, it is a little difficult for this poor boy to 
understand. And maybe people who operate like you do, who 
cannot tell us how much you lost on this deal or that deal, but a 
$122,000.00 a year salary is the kind of thing that most people 
would be interested that the guy was able to come up with the 
dough. I mean, I would not want to have a job or would not want to 
have a relationship where I was counting on a $122,000.00 that I 
did not know where it was coming from. Can you imagine taking 
such a deal? 

Mr. Good. I do not believe Mr. Bush was concerned about where 
the $122,000.00 was coming from. 

Mr. McDermott. I, well, you are probably right. 

Then at the end of this whole thing, you bought him out for an- 
other $40,000.00. Is that correct? You bought the end of the JNB 
partnership for 40 grand? In 1989? The date I have, let us see, No- 
vember — no, I do not have the date specifically. But in 1989, you 
bought him out of the partnership for $40,000.00? 

Mr. Good. That may be correct; I am not sure. 

Mr. McDermott. You do not remember ending the JNB relation- 
ship with Neil Bush? 

Mr. Good. The relationship, there is still some ongoing, continu- 
ing liabilities in the partnership. 

Mr. McDermott. You mean he owes or you owe? 

Mr. Good. I am probably the one that owes. 

Mr. McDermott. So we have a $100,000.00 loan just given to him 
because he is a nice guy, not because he has ever done anything for 
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you, and money put into it that provides salary for a period of 
time, and then $40,000.00 at the end. 

I think you and he had a very tight relationship. And it is very 
difficult for me to believe that you would try and sell us the idea 
that somehow there was this arms-length, that he could go into a 
board meeting trying to get a $900,000.00, were you were trying to 
get a $900,000.00 line of credit to do business in Argentina, and 
that he would not talk to anybody or say well, I cannot vote on this 
because my good friend, Mr. Good, is a business partner of mine 
and therefore, I would have a conflict of interest, so I cannot vote 
on this, folks, you understand, I have a conflict of interest, he 
would not communicate in any way to anybody. 

Mr. Good. I happen to have the highest regard for Mr. Bush’s 
integrity and that’s why I believed he would not vote on my trans- 
action, nor would he try to influence other independent board 
members. 

Mr. McDermott. I know you went to Bethel College, and my 
time is up, but I think — I would suggest sometime that you pick up 
an essay called the Inner Ring, by C.S. Lewis, to read about how 
it's done, because it sounds to me like it was all done very careful- 
ly, but very legally. The American people were the ones — the 
$900,000 was just the means and if the deal had been cut, we’d be 
on the hook for another million. 

My time has expired, and I thank you, Mr. Chairman. 

The Chairman. Thank you, Dr. McDermott. Mr. Good might 
have read C.S. Lewis as a novel of Narnia, and that would be more 
of an explanation. Mr. Hoagland? 

Mr. Hoagland. Thank you, Mr. Chairman. Mr. Chairman, I 
wanted to inquire about Mr. Walters. I noted that his name is on 
the agenda. Is he here? 

The Chairman. If the gentleman will bear with me, he’ll be on 
the next panel. 

Mr. Hoagland. OK, I just wondered if there was some reason he 
wasn’t here. 

The Chairman. There is a reason but we’ll get to that at the 
proper time. 

Mr. Hoagland. Now, Mr. Good, I’d just like to review briefly, if I 
can, your relationship with Mr. Bush prior to Mr. Bush being 
placed on the board. I’d like to ask you if these facts that I am 
picking up off this rather complicated staff memo are correct. 

This indicates that in August of 1983, you were admitted to JNB 
Enterprises as a passive partner and you contributed $10,000 in 
capital to Mr. Bush’s business. You agreed to loan the business up 
to a half a million dollars a year for three years; is that right? 

Mr. Good. I believe that’s correct, yes. 

Mr. Hoagland. Then in 1984, six months to a year later, you 
gave Mr. Bush this personal loan of $100,000 with no interest and 
with no repayment obligation, a loan that was forgiven in 1990; is 
that right? 

Mr. Good. That’s correct. 

Mr. Hoagland. Then in 1984 to 1985, you arranged for loans 
from Mr. Walters bank called Cherry Creek National Bank to JNB 
Enterprises, up to $1,750,000; is that right? 

Mr. Good. That’s correct. 
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Mr. Hoagland. Then, following those transactions and the inter- 
est you had in JNB, why then you advocated, you promoted Mr. 
Bush as a member of the Silverado board of directors; is that right? 
Mr. Good. No, that is not correct. 

Mr. Hoagland. You suggested his name to Mr. Wise and as a 
result of your efforts, Mr. Bush was put on the Board? 

Mr. Good. No, I don’t believe that’s correct. 

Mr. Hoagland. What did you have to do with advancing Neil 
Bush as a potential member of the Board? 

Mr. Good. Absolutely nothing, other than vouching for his char- 
acter. 

Mr. Hoagland. But you did do that? 

Mr. Good. Yes, I did. 

Mr. Hoagland. According to thisjnemo then, in June of 1986, 
after Mr. Bush had been on the board about ten or eleven months, 
he submitted a conflict of interest statement pursuant to the re- 

3 uirements of the thrift, and indicated that there were none and 
id not identify his business relationship with either you or Mr. 
Walters or that $100,000 personal debt that we talked about a 
minute ago. 

Is that consistent with your understanding of what the records 
show? 

Mr. Good. Well, I have not been privy to what the internal 
records would show. I don’t know. 

Mr. Hoagland. But you have no reason to dispute that? 

Mr. Good. I don’t know. 

Mr. Hoagland. All right. Then, during the period of time that 
he was on the board, from August 1985 till August 1988, I believe, 
this indicates that in November 1986, the directors approved a line 
of credit to you for $900,000? 

Mr. Good. I believe that is incorrect. 

Mr. Hoagland. Now, that really constitutes a new loan, doesn’t 
it, a line of credit for $900,000. 

Mr. Good. I don’t believe that that transaction was ever consum- 
mated. 

Mr. Hoagland. In other words, you never took any money out of 
that line of credit? 

Mr. Good. The transaction was never consummated. 

Mr. Hoagland. Well, did you ever borrow anything on that 
$900,000? 

Mr. Good. Absolutely not. 

Mr. Hoagland. Not one penny? 

Mr. Good. Not one penny. 

Mr. Hoagland. But in any event, that line of credit was avail- 
able to you, if you had chosen to use it? 

Mr. Good. That line of credit would have been available to me 
from any national banking organization in the United States at 
that period of time. 

Mr. Hoagland. Well, the memo here indicates that you paid a 
fee of $4,500 for the line of credit to the Savings and Loan; is that 
right? 

Mr. Good. I don’t recall that. I do recall there was a discussion of 
a committment fee, but I don’t recall that there was any payment 
made. 
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Mr. Hoagland. All right, and then that same month, November 
of 1986 and December of 1986, the next month, there was this deal 
that you and Mr. Wise worked out where, as I understand it, you 
paid Silverado $3 million and in exchange for that, personal guar- 
antees by you totalling $8.5 million were released; is that right? 

Mr. Good. That’s approximately correct. The exact amount 
might be disputed some, but it would be irrelevant. 

Mr. Hoagland. A second lean on your residence in the amount 
of $3 million was released? 

Mr. Good. I don’t recall that. 

Mr. Hoagland. You don’t recall a $3 million transaction? 

Mr. Good. I actually had a few of those in those periods of times. 

Mr. Hoagland. Your net worth a couple years before was over a 
hundred million, right? You’ve testified to that? 

Mr. Good. Correct. 

Mr. Hoagland. The average American, you know, would remem- 
ber a $3 million transaction pretty well. 

Mr. Good. Well, certainly I would remember if I owed the 
money, however, I do think that was a — I really don’t — I mean, it 
was involved in another transaction and frankly, I don’t recall the 
details. 

Mr. Hoagland. Here’s my point. This memo here indicates that 
there was a second lean on your residence in the amount of $3 mil- 
lion which was released as part of this restructuring transaction. 
Was there, in fact, a second lean on you residence in the amount of 
$3 million at one time? 

Mr. Good. I don’t believe there was, but I could be incorrect. 

Mr. Hoagland. Well, in response to Mr. Annunzio’s questions 
earlier, you said that you have a $450,000 first mortgage on your 
home and that you expected to get a few pennies over that, once 
you sell the thing. 

Mr. Good. We’re talking about two different homes. 

Mr. Hoagland. I’m sorry. They’re both residences, are they? 

Mr. Good. Well, I no longer own the larger home. I has been 
foreclosed. 

Mr. Hoagland. All right now, what was the market value of 
that home prior to foreclosure? 

Mr. Good. Well, my cost in it was approximately $10 million. 

Mr. Hoagland. Were was the home located? 

Mr. Good. Denver, Colorado. 

Mr. Hoagland. You paid $10 million for it? 

Mr. Good. That’s approximately my cost, yes. 

Mr. Hoagland. What did you pay for your current residence? 

Mr. Good. About $650,000. 

Mr. Hoagland. Mr. Chairman, I wonder if I might have a few 
additional minutes to complete this? 

The Chairman. The Chair will recognize the gentleman for one 
additional minute. 

Mr. Hoagland. But my point, I guess, Mr. Good, is that when 
this major restructuring took place where you paid $3 million in 
cash and it looks like received at least $11.5 million in benefits in 
terms of releases from personal guarantees and the second lean on 
this $10 million residence — this also indicates that an income 
stream from your holding stock was also released. 



86 


As a result of that transaction, Silverado came out, I think — in 
response to the Chairman’s question — you indicated about $12 mil- 
lion poorer? 

Mr. Good. Well, that would be one way to categorize it. The 
other way you could look at it, and frankly, in the benefit of hind- 
sight, which is beautiful, the way it should be looked at is that Sil- 
verado came out $3 million to the better because if they wouldn’t 
have gotten the $3 million at that time, they wouldn’t have been 
able to meet — I mean — 

Mr. Hoagland. Well, let’s take a look at that though. They could 
have gotten $3 million out of your $10 million home, couldn't they? 

Mr. Good. No, they couldn’t have. I do not believe they had a 
lean on that, but again, that 

Mr. Hoagland. We can argue that, but in any event, this docu- 
ment here shows that Silverado came out about $12 million poorer 
because of that transaction. 

Mr. Good. I would take strong exception and I would say they 
came out — I’m not arguing that they do not have a substantial loss 
on the loan that they made to me in October of 1984. I would not 
argue that it may be more than the $12 million, but I would argue 
that had they not gotten the $3 million in our restructure, that 
there loss would be $3 million more today than it otherwise would 
have been. 

So, frankly, they did something right. 

Mr. Hoagland. Do you have any plans to pay that money back, 
Mr. Good? 

Mr. Good. I was released as a condition to the $3 million pay- 
ment, which, frankly, I had to borrow from other institutions. 
Those institutions required at that time that I be released from all 
personal liability, not only on the Silverado loans, but other such 
loans that were restructured at that time. So, I have been released 
from that liability. 

Mr. Hoagland. Mr. Wise accommodated you and gave you that 
release? 

Mr. Good. I don’t think I was accommodated. I think they got $3 
million that — they found a rabbit, frankly, in hindsight. 

Mr. Hoagland. What you’re saying is that they bought from 
you, $12 to $15 million — they relinquished $12 to $15 million in se- 
curity in exchange for $3 million in cash from you and that was a 
good deal for them? 

Mr. Good. That was a great deal for them. It would be like me 
today owing you — let’s say I owe you $50 million. Well, you might 
be real smart to take $50,000. 

Mr. Hoagland. I mean, I am overextending the Chairman’s in- 
dulgence on this. I’d just like to hear from you at some point today, 
what efforts you’re going to make to pay these millions of dollars 
back so that the people in this room and people otherwise watching 
that are going to be asked to cough up $2,000 apiece before this 
thing is over, so they won’t have to pay the losses that resulted 
from your speculation. I think you have a moral obligation to pay 
that money back yourself; don’t you agree? 

Mr. Good. I do not believe I have any continuing obligation 
there. Would I like to? Yes, but there are certain problems in our 
industry that I could never pay the amount of debts that I might 
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have accumulated. One problem you may not be aware of is that 
part of the RTC standards say no thrift shall ever deal with some- 
body that’s caused a loss of $50,000 or greater. 

Well, I’ve been primarily in the real estate business for 2 decades 
and that single law or ruling prohibits me from really being in the 
business that I know best. 

Mr. Hoagland. You were worth a hundred million dollars plus 
at one point. You have many productive years left in your life. 
You’re a capable man. Are you just going to walk away from these 
millions of debt and let the taxpayers pay it, or are you going to 
accept the obligation through the. rest of your lifetime to pay the 
money back? 

Mr. Good. I haven’t walked away from obligations. I still have 
many, many obligations that I’m dealing with at this time. 

Mr. Hoagland. I’d like to hear you say today to the people 
watching this hearing that you’re going to make your best efforts 
the rest of your life to pay these millions of dollars back so they 
won’t have to do it. Why should they do it? They surely were not 
going to share in the gains that your dice rolls turned out to bene- 
fit you. 

Mr. Good. I think that you’re asking for something that frankly 
is beyond the legal scope of our system here. 

Mr. Hoagland. I’m not talking legalities. I’m just talking basic 
ethics and morals, Mr. Good. I think you should tell the people of 
America that you're going to try your best efforts the next 20 or 30 
years of your productive life to pay these millions of dollars back 
and not leave them with the debt. Why should the men and women 
out there that pay more earnings tax than they pay income tax 
have to pick up the debts caused by your dice rolls? That’s my 
simple question. 

Mr. Good. Well, I’m not going to accept — I will accept part of the 
responsibility for what’s happened in the market, but I think many 
people in this room, many people that make the laws of the land, 
that change the regulations, share in that. I’m not in this alone; 
we’re all in this together. 

For you to suggest that I should bear the full burden of the brunt 
of this tragic thing, I think is a little unreasonable. 

Mr. Hoagland. I’m just asking you to commit to pay back the 
money that you — 

The Chairman. Time of the gentleman has again expired. The 
Chair will announce that the Chair, for instance, never had an op- 
portunity to ask the other two members of this panel questions, so 
I’m going to ask unanimous consent to submit them in writing. 

I announced at the end of the roll call this morning that in order 
to prevent what we are getting into, that the Chair would reserve 
the right to exercise its judgment, and if members did not show up 
within a reasonable time — and I would say that 5 Vz hours after the 
roll call is more than reasonable time — it would exercise its judg- 
ment and not recognize members at this point, because the chances 
are 9 out of 10 the absent members will ask repetitive questions 
and therefore really, in effect, we impose not only on the members 
that have been here since we had the roll call, but on the witness. 

So the Chair will ask unanimous consent for all members to ad- 
dress written questions to the three members of this panel in time 
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for you to address them by the time you receive the transcript of 
the proceedings of this morning’s hearing. 

Mr. Kanjorski. Reserving the right to object, Mr. Chairman. 

The Chairman. The gentleman will state his reservation. 

Mr. Kanjorski. I am not sure, the Chairman’s ruling, who it is 
directed to. But so that the record properly reflects, this member 
was not able to attend these hearings for the reason that he met 
with other panels of the Congress with the Speaker today discuss- 
ing this very question of the S&L disaster with the intention of 
taking very affirmative, strong action on the part of the Congress 
to get to the bottom of this issue, and that after that intense meet- 
ing of more than two hours, this member had to chair a subcom- 
mittee of another committee that had previously scheduled its 
hearing before this hearing, and that took up until Noontime, and 
after several roll calls on the House floor, had his presence here on 
the committee at approximately 1:15, and have waited from 1:15 
until 3:40, the correct time now, to ask some substantial questions 
of Mr. Good. I think he is a very pertinent witness. And since this 
member has traveled thousands of miles with the Chairman across 
the country to examine witnesses on this matter for over the last 
two years, I would respectfully request the Chair that he grant the 
permission of this member to examine Mr. Good and this panel 
before closing. 

The Chairman. The Chair will state that the gentleman has 
given for the record a good reason why he could not be here, but 
that is a matter of priorities that only the gentleman can decide for 
himself. 

If we make exceptions, then the Ranking Member on the top 
level here, Mr. Vento, who has just arrived a few minutes ago — 

Mr. Kanjorski. Mr. Vento was in the meeting with me this 
morning, Mr. Chairman. 

The Chairman. Well, that is true; but then, that is your judg- 
ment as to priorities. This is the reason that we decided to have the 
roll call at 10:47 this morning. That was about 55 minutes after the 
proceedings began. I think we have to — 

Mr. Kanjorski. The Chairman tells me that I might as well 
excuse myself from the committee for the rest of the afternoon, be- 
cause I was not here at 10:47. 

The Chairman. Well, that is the gentleman’s decision. We still 
have another panel. And this is what the gentleman does not seem 
to understand. 

Mr. Kanjorski. I came here when this panel arrived here. There 
will be another panel. Why should I be given the ability to cross 
examine the next panel if I am not given the ability to cross exam- 
ine this panel? I think, Mr. Chairman, I have more respect for your 
handling of this investigation than any member of the United 
States House of Representatives. 

The Chairman. I appreciate that. 

Mr. Kanjorski. I know you have traveled with me on weekends, 
thousands of miles to California, to Texas, all over this country, 
and have sat here, and even in breaks and recesses, you have of- 
fered the opportunity for us to hold these examinations. I have 
been attentive with you in that course. 
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The Chairman. Well, the record will show that the gentleman 
accompanied the committee before it was even organized as a com- 
mittee. But after that, I do not know of any record of traveling by 
the gentleman from Pennsylvania. 

So let us end the disputation by saying that if the gentleman ob- 
jects to my unanimous consent request, then the other members 
who wish to submit questions in writing can do so on their own. 
But at this point, we are going to dismiss this panel and proceed 
with the — 

Mr. Kanjorski. Mr. Chairman, it is important that the record be 
correct. I certainly will not object to the right of other members — 

The Chairman. OK. The gentleman then 

Mr. Kanjorski. — to submit questions and have them answered — 

The Chairman. The gentleman withdraws his reservation. 

Mr. Vento. Will the Chairman yield to me just briefly? 

The Chairman. Certainly. 

Mr. Vento. Mr. Chairman, I understand that you have spent, 
and that others have spent a long time here. 

I just wanted to point out that I was here from about 2:00 to 3:00 
until — I was here earlier. So I regret that I could not be here earli- 
er, but I respect the Chairman’s wish to move along, and I certain- 
ly would not insist on asking questions. 

The Chairman. I deeply appreciate that, Mr. Vento. This has 
taken 1 year and some 6 months to develop, as a way of operation, 
and it is just going to have to be stuck to. Otherwise, we are going 
to do what we have been doing on several occasions, with, I think, 
no reasonable excuse. And that is having 7:00 p.m. and 7:30 p.m. 
sessions with witnesses that have traveled across the country and 
have been here since 9:00 in the morning until 7:00. I just do not 
think that is reasonable. It is an imposition that we ought to avoid. 

I appreciate the gentleman from Minnesota’s acquiescence in 
this decision and the Chair will thank the gentlemen. We will 
submit questions in writing. And we hope you will address them 
for the record. 

Thank you very much, gentlemen. 

The Chair will now summon Mr. Bill L. Walters, President of 
W.P. Development. 

[Witness sworn.] 

The Chairman. You can consider yourself as being under oath. 
And Mr. Walter, I think I have been advised that you will invoke a 
rule? 

Mr. Walters. Yes, Mr. Chairman. I would like to invoke Rule 11- 
3(FX2) of the House of Representative that excludes television, 
radio, and still photography during the course of my testimony. 

The Chairman. Mr. Walters has asserted his privilege under 
Rule 11, Law 3(F), Subsection (2), of the Rules of the House, and 
Rule 11 of the Committee Rules, and House Rules. 

Such rule states, and I quote: 

“No witness served with a subpoena by the committee shall be 
required against his or her will to be photographed at any hearing 
or to give evidence or testimony while the broadcasting of that 
hearing by radio or television is being conducted. At the request of 
any such witness who does not wish to be subject to radio, televi- 
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sion, or still photography coverage, all lenses shall be covered and 
all microphones used for coverage turned off.” 

End of quote. 

The Chair finds that the witness makes this request, is testifying 
in response to a subpoena, and therefore satisfies the requirements 
of the rules. Under the rules, the committee has no choice but to 
comply with the request. 

The Chair orders that until completion of this witness’s testimo- 
ny, all still photography, television lenses shall be immediately cov- 
ered and remain covered, or television lenses directed to the floor, 
and all broadcast mikes and all recording devices shall be immedi- 
ately turned off, and remain off. 

And the Chair will announce that it will expect strict compliance 
with the rule, since it is one that has resulted from what I referred 
to earlier, very bitter experiences in which committees, in effect, 
flagrantly violated the rights of witnesses, and abuses resulted 
therefrom. 

The committee will suspend further proceedings until the order 
of the Chair has been completed. It looks to the Chair as if the gen- 
tleman here to my left has not complied, and turned his lens down 
towards the ground. And the camera to the rear has. And there- 
fore, Mr. Walters, we appreciate your willingness to testify, and 
recognize you for that purpose now. 

STATEMENT OF BILL L. WALTERS, PRESIDENT, W.P. 

DEVELOPMENT 

Mr. Walters. Thank you, Mr. Chairman and members of the 
Committee. 

Mr. Chairman, by education — I’m a registered architect, and I’ve 
been in the real estate development business since the early 1970’s. 
My business grew from the mid 1970’s through the mid 1980’s with 
Denver’s growth. The center of most of my activities was in 
Denver. By the early 1980’s, the Bill L. Walters Company was a 
fully vertically integrated development company that included ar- 
chitecture and land planning, a full-service construction company, 
leasing and property management. We employed approximately 
1,000 people, and were responsible for developing five million 
square feet of office, retail, hotel and athletic clubs. 

Our business was committed to Denver, as was I. I was on the 
board of directors of the National Jewish Hospital, the American 
Cancer Research, Boys Club of Denver, Denver Art Museum, and 
served as the Chairman of the Greater Denver Chamber of Com- 
merce and Children’s Hospital Foundation. 

Among the numerous banking institutions and insurance compa- 
nies I borrowed from to fund these activities was Silverado, which 
is the focus of these hearings. I will be happy to answer any ques- 
tions you have concerning my dealings with Silverado. 

The Chairman. Thank you, Mr. Walters. I have a couple of ques- 
tions. Prior to June, 1986, the Cherry Creek National Bank, which 
apparently you had controlled, made a loan for $1,050,000 to Mr. 
Wise, who pledged his Silverado as security for the loan. Subse- 
quently, as a result of that transaction, in which you sold to Silver- 
ado an increased interest in the Gun Club and Broomfield Partner- 
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ships, Silverado paid you $16.5 million, and you bought $7 million 
worth of Silverado’s holding company preferred stock. The holding 
company used portions of the $7 million to pay preferred stock 
holders $2.4 million in dividends, of which you received $1,457,649, f 
and to make $4 million in loans to the two major stockholders — 
that is Mr. Metz and Mr. Wise — in turn, Mr. Wise used a major 
portion of his loan proceeds to pay off the loans from your bank. 

When you entered into this transaction with Silverado, was it 
the intent and foreknowledge that dividends were to be paid on tjhe 
preferred stock, and that the two major stockholders, Metz and 
Wise, would get large unsecured loans on very favorable terms, and 
that Mr. Wise would use a portion of his loan proceeds to pay off 
the loan from the Cherry Creek bank? 

Mr. Walters. I’d like to take that in pieces, if I may, Mr. Chair- 
man. First of all, Cherry Creek National Bank was in a holding 
company called Cherry Creek Bankshares. I did own 79 percent of 
the stock of the holding company. I was never on the board of the 
bank itself, and never involved in the day-to-day or even month-to- 
month operations of the bank. Again, I wasn’t on the board, never 
interfaced with any type of lending activity. 

In terms of the transaction you were referring to on the Gun 
Club property, they were not — I mean, they had no ties whatso- 
ever. I was approached by Silverado some time prior to that trans- 
action occurring. They asked me if I would be interested in selling 
a larger interest in it. I said yes, I would be interested in it, and a 
deal was negotiated and funded. 

The third part of that is I believe you were asking — I've forgot- 
ten what you asked, the third part. 

The Chairman. The — 

Mr. Walters. I remember, Mr. Chairman. You were concerned if 
I knew or inquiring if I knew where the funds were going? 

The Chairman. More or less, that’s the thrust of the question. 

Mr. Walters. OK. Again, I had no privileged information. I 
wouldn’t know where the money went once money went to Silver- 
ado. 

The Chairman. You had no foreknowledge? 

Mr. Walters. No. 

The Chairman. Can you tell us who in Silverado — because you 
said Silverado approached you sometime afterward — who specifical- 
ly? Can you recall? 

Mr. Walters. This particular Gun Club transaction had a 
number of phases. The first phase occurred in, I believe, about 
1984. 

The Chairman. Eighty-four? 

Mr. Walters. Yes. What happened at that time is that going 
way back to a gentleman by the name of Richard Schierburg. He 
was working with Coldwell, Banker as a commercial broker. One 
day, he called me, and it must have been prior to about — probably 
late 1983 or early 1984, he called me and said that he was going to 
work with Silverado and head up a new investment arm for Silver- 
ado, the bank, which was going to be called Silverado Elektra. 

He mentioned to me that they were interested in getting in- 
volved with some quality real estate developers in the area, and in 
his mind, he thought I qualified, and once he got on board, would 
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like to ascertain my further interest. I at that time told him that, 
“Yes, sure, when you get on with your new job, give me a call, and 
we’ll discuss it.” 

At that time, 2 or 3 months later, Rich called, he came out to the 
office and asked me — 

The Chairman. I beg your pardon. I missed that. Who did? 

I Mr. Walters. Rich Schierburg. 

The Chairman. OK. 

Mr. Walters. Schierburg, as I understand it, was the president 
of Silverado Elektra. 

At any rate, he was wanting to look at a number of projects. I 
said, “What would you like to look at?” He said, “Well, I’d like to 
look at a construction, a vertical construction deal, and I’d like to 
look at some raw land deals.” I gave him, at that time, or had in 
the next ensuing week or so, three packages sent over to him. One 
was a vertical construction deal on a bank building in Westmin- 
ster, the Gun Club project, and a project we called Broomfield. 

He got back to me in about 2 or 3 weeks with some questions; 
basically said that they were interested in doing a vertical con- 
struction deal, which was that building. 

I’m going to try to make this short and condensed. 

We went ahead and we did do the vertical construction deal, 
which was the Westminster Bank building, which, in a long-winded 
way, gets me back to the first phase of the Gun Club transaction. 
After we had entered into the vertical construction of the West- 
minster bank building, Rich called me back and said he thought he 
was the — the board would be interested in a raw land deal, which I 
basically asked him which of the two. He said, “For sure, Gun 
Club, and maybe both of them.” I said, “Fine.” 

Over the ensuing period of time, we negotiated back and forth, 
and the first phase of Gun Club I referred to was initiated. Silver- 
ado contributed $10 million to the partnership. I contributed the 
land. I took the $10 million out and purchased Silverado Bank 
Series B± stock, I believe it is. 

I might point out — pursuant to the first transaction we did, it 
was going to be cash consideration. As we got closer to the closing 
on this Gun Club transaction, I was informed that it wasn’t going 
to be a cash transaction, but it was going to be a preferred stock. 

I wondered, you know, what’s this stock all about. I'd never done 
anything like that with an institution. So, I set about discussing it 
with my counsel, and outside counsel and so on, and finally decided 
that I thought it was not as good as cash, of course, but I thought it 
was a reasonable deal for us. So, we entered into that, which gets 
me into the second phase of this transaction, which you asked 
about, in 1986 

Mr. Schierburg was in my office one day. We were discussing the 
rezoning effort on Gun Club. After the meeting, he pulled me aside 
and said he thought that he or Silverado might be interested in 
purchasing a larger position in the Gun Club property. 

Then that gets me up to date with your question, where they 
funded another amount of money. Some of it was used to buy some 
more stock. That money that I bought stock with went to the hold- 
ing company; they formed a new holding company. Where that 
money went, I wasn’t privy to. 
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One thing I do want to correct, Mr. Chairman, is that I was 
aware that on that transaction Silverado was going to prepay one 
year’s interest to all of the shareholders in Silverado with some of 
the proceeds of this transaction I had just completed. 

The Chairman. You weren’t aware of that though — payment to 
the preferred stockholder. 

Mr. Walters. I was aware that they were going to pay one year 
of interest to the preferred stockholders. Yes, I was aware. 

The Chairman. You were aware? 

Mr. Walters. Yes. 

The Chairman. As to the Gun Club property, were you familiar 
with it, since you said you donated the land, or rather you gave the 
land and you then had $10 million line of credit or availability? 

Mr. Walters. It was a partnership structure, Mr. Chairman, and 
what happened is, I contributed 1,183 acres to a partnership. Sil- 
verado contributed or Silverado Elektra — I don’t know which. I 
think it was Silverado Elektra, I’m not sure. 

The Chairman. I believe it was. 

Mr. Walters. They contributed $10 million. 

The Chairman. Right. 

Mr. Walters. I took a partnership distribution of the $10 million 
and I purchased $10 million worth of series B preferred stock from 
Silverado. 

The Chairman. But you were familiar with the property. 

Mr. Walters. Yes. 

The Chairman. Is it true or not true that it’s located next to a 
toxic waste dump? 

Mr. Walters. I’ve heard that repeatedly and that’s misleading. 
The property, as I mentioned, is in two sections and it is North of 
Lowrey Landfill, which is the landfill for the city and county of 
Denver. It has been there, I’d suspect, 20 years or more. 

During the zoning process, we spent a great deal of time studying 
that. The property went through a series of steps to be zoned and 
taken care of properly. First of all, it was adopted to the City of 
Aurora’s masterplan. The second phase, of course, was the zoning 
and land use. 

During that period, which took about a year and a half, I believe, 
the EPA, regional EPA, signed off on the property, the rezoning of 
it. All of the proper authorities in the state and applicable authori- 
ties in the city of Aurora and the county which it was in. 

So, I think, yes, that is a landfill, and water tables, underground 
water tables run away from this property. It was everyone’s best 
judgment that there is no hazard and for instance, the first mile of 
this property that’s closest to the Lowrey Landfill is zoned for only 
industrial uses. The next mile, then, is some residential uses. In 
fact, we dedicated thirty-some odd acres to the school district of 
Aurora for schools. 

The Chairman. Has the district constructed any school back 
there? 

Mr. Walters. I don’t think the district’s had a need to build any 
schools in Denver for a while. 

The Chairman. Well, the big question there is not which way the 
water runs but which way the wind blows? 
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Mr. Walters. Well, again Mr. Chairman, from anywhere that 
anyone could say that, or imagine it might be toxic, the residential 
site’s three miles away. 

The Chairman. Other than the $1,050,000 loan to Mr. Wise and 
your dealings with Silverado, have you or your affiliated entities 
had any business relations investments, partnerships, with Mr. 
Metz or Mr. Wise? 

Mr. Walters. I have not had any relationships with either of 
those gentlemen, Mr. Wise or Mr. Metz. The loan that Cherry 
Creek National Bank extended to Mr. Wise, I was completely un- 
aware of it at the time it was consummated and approved. 

The Chairman. You said you had 79% of the stock of the holding 
company? 

Mr. Walters. Yes. 

The Chairman. Why would you not opt to be on the board? 

Mr. Walters. During that period of time that I had purchased 
the bank, I had partners that were in the banking business that 
were more, I thought, more adept to day-to-day operations and un- 
derstanding banking. There was a gentleman that ran the holding 
company and a gentleman that was the president of the bank. Both 
had equity interests in the bank and the holding company. The 
second reason is that I felt like my time would be best utilized 
watching after the 800 to 1,200 employees I had in the various con- 
struction projects and so on. 

The Chairman. OK. I may have an additional question or two. If 
we have time, we’ll go to it. We still have another panel. I may 
submit it in writing. Mr. Leach? 

Mr. Leach. No questions. 

The Chairman. Mr. Hoagland? 

Mr. Hoagland. Yes, Mr. Chairman. I’d like to ask Mr. Walters 
to visit with us for a moment, if he might, about his relationship 
with Mr. Bush and the sort of credit you were extended by Silver- 
ado when Mr. Bush was on the board. 

But before we get into that, maybe by way of background it 
would be helpful to review the history of your relationship with 
Mr. Bush before he got on the board, Mr. Walters, so we all under- 
stand it. 

Let me ask you first, how old are you? 

Mr. Walters. I’m presently 44. 

Mr. Hoagland. 44, all right. And you live in Denver still? 

Mr. Walters. No. I’ve moved to California. 

Mr. Hoagland. All right. Since the savings and loan collapse, 
just in the last year or two, you moved to California? 

Mr. Walters. I moved there about 4 months ago. 

Mr. Hoagland. Now, when Mr. Good testified earlier, I think 
Mr. Annunzio found out from him that his net worth at one point 
was in excess of $100 million. Were you ever, in your lifetime, that 
wealthy a man? 

Mr. Walters. Yes. 

Mr. Hoagland. If you could estimate for us what the highest 
level of your net worth was, was it about $100 million plus? 

Mr. Walters. Yes. 

Mr. Hoagland. What is that? Six figures, seven figures, eight 
figures, nine? 
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Mr. Walters. Maybe nine. 

Mr. Hoagland. Nine figures, all right. And do you have any net 
worth left, or are you flat broke now or do you still have some 
assets, or what’s your situation? 

Mr. Walters. I’ve spent the last year and a half restructuring 
debt and presently I would say I have zero net worth. 

Mr. Hoagland. Now, how old were you when you were worth 
$100 million plus? 

Mr. Walters. In my 30’s. 

Mr. Hoagland. Money you earned yourself? Money you accumu- 
lated yourself? 

Mr. Walters. Yes. As a matter of fact, I started out as an archi- 
tect working in my basement. 

Mr. Hoagland. Did you go through college on a scholarship? 

Mr. Walters. I did go to the University of Kansas on a scholar- 
ship, but not an academic one. 

Mr. Hoagland. So you made it all on your own? 

Mr. Walters. Yes I did. 

Mr. Hoagland. So the prospects are really pretty good, and I 
mean, you’re a young man. You’re younger than I am and that 
makes you quite young. You’ll do all right in the next 20, 30 years. 
You can probably get your net worth.back up. 

Mr. Walters. It won’t be from a lack of trying. 

Mr. Hoagland. Now, how much would you say the deposit insur- 
ance fund is less for your activities? What are the total amount of 
debt that you’ve had to default as a result of circumstances — 

Mr. Walters. I think— 

Mr. Hoagland. — circumstances that are out of your control? 

Mr. Walters. I think that is a tough number and I think that 
probably won’t be revealed for a number of years because, as Mr. 
Good alluded to the fact that until the properties, the collateral of 
these various loans is disposed of, someone figures out what you’ve 
got versus the interest carry and so on, we won’t be able to. I have 
given that a little thought and properly handled by the govern- 
ment, which, you know, my hat’s off to them, how they’re going to 
take this number of assets and this mess and dispose of them in a 
marketplace like today where there’s no credit existing anywhere. 
I don’t know. 

But, assuming they can do a responsible job, I think the number 
is something like zero to $50 million. 

Mr. Hoagland. So, best case, the insurance fund will come out 
whole, and worst case, it will come out $50 million short. 

Mr. Walters. Again, you’re asking me to look into a crystal ball. 

Mr. Hoagland. You bet, but what’s most likely? I mean, what’s 
the most likely figure that the insurance fund is going to be out 
because of your activity? 

Mr. Walters. Again, if you had the holding power — see, the 
problem with what’s going on in my mind is that — 

Mr. Hoagland. I don’t have a lot of time, Mr. Walters. I’d just 
like you to give me your best estimate, given current market condi- 
tions and what you foresee as likely the next five years, what’s 
your best estimate as to the figure? 

Mr. Walters. If I was going to guess, which that surely is, I 
would split the difference to about $25 million, maybe. 
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Mr. Hoagland. All right. So you’re 44 years old and the activi- 
ties in your lifetime up to this point have cost the taxpayers 
through the insurance fund about $25 million, best estimate, right? 

Now, why don’t you explain for us what sort of moral obligation 
you feel to devote some of your energies the rest of your lifetime to 
pay that money back so that the working men and women of this 
nation don’t have to bear the whole burden for that? 

Mr. Walters. Well, as I mentioned, Congressman, about the last 
year and a half, I have worked diligently with a number of lenders, 
in trying to restructure. And of course, the simple thing to do in a 
predicament of most developers in my position, is to go Hie bank- 
ruptcy and start over the next day. I have elected not to do that. 
And I have elected to spend the last year and a half working dili- 
gently with my lenders, restructuring, staying alive for another 
day so that I can pay every dime back if I can. 

Mr. Hoagland. And that is your goal and that is your object, is 
to pay all the money back? 

Mr. Walters. Yes. 

Mr. Hoagland. Now, are you willing to sign such legal docu- 
ments with the insurance fund as may be necessary to convert that 
obligation to something enforceable in court? 

Mr. Walters. I do not think I could give up that right, that Con- 
stitutional right. I am not an attorney, but I do not think that is 
possible. 

Mr. Hoagland. Well, but right now, are you — So what you are 
telling us is that you are going to work hard to pay that money 
back, but you are not willing to sign on the dotted line that you 
will pay the money back? 

Mr. Walters. I am going to work my best efforts and, as you 
mentioned, I am 44 years old, and if the Lord is willing, I have a 
lot of years left. And I am going to do my best. 

Mr. Hoagland. My time has expired. 

The Chairman. The time of the gentleman has expired. 

Mr. Parris. 

Mr. Parris. Mr. Walters, I started out in this building running a 
mimeograph machine in the basement. And I hope nobody holds 
that against me. And I sure do not hold it against you how you 
started in yours. 

The Chairman. And look what you have come to. 

Mr. Parris. Yes. It is a sorry end, is it not, Mr. Chairman? 
[Laughter.] 

Mr. Parris. What is the old story? Do not tell my mother I am a 
member of Congress; she still thinks I play piano in a bawdy 
house? [Laughter.] 

Mr. Parris. My questions are very simple, Mr. Walters. I think 
that you will find them succinct. And I would appreciate it if your 
answers would be the same. 

When did your relationship with Silverado begin, in terms of 
credit in business? 

Mr. Walters. 1984. 

Mr. Parris. Mr. Bush became a member, a board member, in 
August 1985 of Silverado. 

Did you have loans with Silverado, business transactions, before 
that time? 
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Mr. Walters. Yes, I did. 

Mr. Parris. Did you ever discuss your loans or potential loans at 
Silverado with Mr. Bush alter he went on the board? 

Mr. Walters. No, I never did. 

Mr. Parris. Do you believe you got any favors from Silverado be- 
cause of Neil Bush's presence on the board? 

Mr. Walters. No. 

Mr. Parris. Did Neil Bush have any interest in your business? 

Mr. Walters. No. 

Mr. Parris. Did you have any business relationships with Neil 
Bush other than JNB? 

Mr. Walters. No, I did not. 

Mr. Parris. At the last hearing, there was introduced into the 
record a letter dated July 15, 1985, from Mr. Wise to preferred 
stockholders, saying we are talking to Neil Bush about being on 
the Board of Directors, and that sort of thing. 

You have talked, or you have responded to the Chairman’s ques- 
tions about the preferred stockholder circumstances that you en- 
joyed. Do you ever remember getting this letter? 

Mr. Walters. I would have to look at it. 

Mr. Parris. What it basically says, and this is not a trick ques- 
tion, Mr. Walters, this is a letter that was circulated to all the 
stockholders saying we are talking about getting Neil Bush on the 
Board of Directors of this association. And at that time, you were a 
stockholder. 

And my simple question is, do you recall receiving that letter at 
any time? 

Mr. Walters. No, I do not recall receiving this letter. 

Mr. Parris. Do you remember a big discussion about it, a big 
deal that the President’s son is going to be a part of the Board of 
Directors of this thing? You were a stockholder. Didn’t that make a 
lot of difference to you? 

Mr. Walters. I think I found out about Neil’s entry into the 
Board after he was already on. 

Mr. Parris. Did you and Mr. Bush ever have an understanding 
about your relationship with or your credit from Silverado or any 
discussion about it? Did you ever ask him to attempt to influence 
that in any way or did he offer to do so? 

Mr. Walters. No, I did not ask him. I never had a conversation 
at all. 

Mr. Parris. He never offered, obviously, I assume. 

Mr. Walters. He never offered and I never asked. 

Mr. Parris. I thank you very much. 

The Chairman. Mr. Kanjorski? 

Mr. Kanjorski. Thank you very much, Mr. Chairman. Mr. Wal- 
ters, you have an interesting convolution here. Some people seem 
to have preferred stock in Silverado and then you and the holding 
company of Cherry National and business associates are associated 
with both and on the board and you must occasionally play golf to- 
gether or drink, but you don’t talk business; is that it? 

Mr. Walters. I don’t know who you’re referring to, but — 

Mr. Kanjorski. Well, you were in business with Mr. Bush; 
weren’t you? 
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Mr. Walters. I invested as a limited partner in about early 1983 
and purchased 6.25 interest in a limited partnership, but to answer 
your question — 

Mr. Kanjorski. Six percent interest for $150,000. 

Mr. Walters. Pardon? 

Mr. Kanjorski. Six percent interest for $150,000? 

Mr. Walters. Yes. 

Mr. Kanjorski. The person who had the 94 percent interest put 
in $100, Mr. Bush. 

Mr. Walters. Well, actually, he had a little less. He had a hun- 
dred percent minus 12Vfe percent. 

Mr. Kanjorski. So he had 87 Vz percent for $100 and you had 
12 Vz percent for $150,000? 

Mr. Walters. Right, which is not uncommon on a structure like 
that. 

Mr. Kanjorski. OK, are you wiped out now? 

Mr. Walters. Am I wiped out? 

Mr. Kanjorski. Yes. You have no assets at all? 

Mr. Walters. I have a negative net worth, yes. 

Mr. Kanjorski. Is JNB wiped out now? Has that gone into bank- 
ruptcy now, Mr. Bush’s company? 

Mr. Walters. I believe it is. 

Mr. Kanjorski. That’s gone into bankruptcy and has no value? 

Mr. Walters. I don’t think it’s in bankruptcy. It’s a dormant 
company without revenues. 

Mr. Kanjorski. Does it have assets? 

Mr. Walters. Pardon? 

Mr. Kanjorski. Does it have assets? 

Mr. Walters. I do not think so. 

Mr. Kanjorski. What happened to the $3 million and whatever 
they were doing with in it and the salaries and everything. That’s 
all dissipated? 

Mr. Walters. I’m having trouble hearing you. 

Mr. Kanjorski. Are the assets, the $3 million that was subse- 
quently pumped in by Mr. Good and other bank loans — the bank 
that you own owns 29 percent and put in a significant amount. 

Mr. Walters. I think two things have happened. A, the assets of 
JNB were used to collateralize the loan with Cherry Creek Nation- 
al, in addition to Mr. Good’s personal guarantee. 

My assumption is that the assets, since the first lien would have 
been the bank, they own the assets of JNB. 

Mr. Kanjorski. Did Cherry Creek go into receivership or is it 
still an operating bank? 

Mr. Walters. It’s an operating bank. 

Mr. Kanjorski. Do you still own 79 percent of it? 

Mr. Walters. No, I do not. 

Mr. Kanjorski. Who owns that? 

Mr. Walters. A gentleman that heads up a group. His name is 
E.B. Chester. He purchased it, I believe, in 1988, in the summer of 
1988. 

Mr. Kanjorski. In 1986, you were pretty flush, would you say, or 
were you having some difficulty? 
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Mr. Walters. I was — I had lots of assets. I was cash-poor. I had 
good operating lines from a number of money center banks, and I 
was seeking to liquefy, if you would, the portfolio. 

Mr. Kanjorski. You obviously felt you didn’t have to call in any 
money because you had $100,000 outstanding note from JNB at 
that time; is that correct? Why didn’t you take that money? 

Mr. Walters. When the — when I agreed to sell my interest, and 
quite frankly, I had mentioned to Neil probably long before he 
went on the board, that I was interested in getting rid of my inter- 
est. At any rate, when he did buy it out and approached me in 
early 1986 or sometime in 1986, we negotiated that he was going to 
pay $50,000 down and we would carry the $100,000 note. 

He did pay the $50,000. When it came time for the $100,000 note, 
my financial guy called him and met with him and he didn’t have 
the $100,000. 

Mr. Kanjorski. So you forgave that $100,000? 

Mr. Walters. Pardon me? 

Mr. Kanjorski. So you forgave the $100,000 to Mr. Bush? 

Mr. Walters. No, I did not forgive it. 

Mr. Kanjorski. You just didn’t collect it. 

Mr. Walters. Yes, it was uncollectable. 

Mr. Kanjorski. Was JNB a company that still had assets at the 
time? 

Mr. Walters. It had assets, as I understand it. Again, I didn’t get 
that involved with Neil. This was passed off to my senior financial 
guy of operations, but he explained to me that, A; they really 
didn’t have a great deal of assets. What assets they had were 
pledged to Cherry Creek National and it was his best bet to let it 
go and see if they as Mr. Good alluded to, got lucky and hit a well 
or something. 

Mr. Kanjorski. So everything was turned over to Cherry Creek 
and if JNB goes belly-up there, the FDIC fund or the taxpayers are 
going to be out the money again. It’s just another side of the 
ledger, but a different insurance carrier? 

Mr. Walters. Well, in the case of Cherry Creek National, the 
ownership of the bank would be out the money because they would 
have to either put the money in from earnings or put in the money 
themselves. 

Mr. Kanjorski. Assuming they have it? 

Mr. Walters. Assuming they have it, yes. 

Mr. Kanjorski. I see my time has expired. 

The Chairman. Mr. Bunning? 

Mr. Bunning. I have just one question. Mr. Walters, you seem 
to — all the study about your background indicates that you were a 
pretty solid financial person and had been prior to getting involved 
in all these things. I want to know the answer to one question: 

Owning 79 percent of the stock of the holding company, why 
wouldn’t you be involved in the direct running of that holding com- 
pany and the board of the main asset of that holding company? 

Mr. Walters. Why would I not be? 

Mr. Bunning. Correct. 

Mr. Walters. Again, there was basically two reasons. One was 
that I felt like I had competent partners, managing partners, and 
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again, they had a long history of being in the banking business. 
They had real money in the deals, something to lose. 

They had an equity interest and second of all, I felt like my time 
could be best utilized doing what I thought I did best and that was 
real estate development. 

Mr. Bunning. Let me follow up. Compared to your own invest- 
ment of 79 percent, how much money did these people have in- 
volved? 

Mr. Walters. The gentleman that was the president of Cherry 
Creek National had three percent ownership. The gentleman that 
ran the holding company, I believe had five percent ownership 
which I subsequently acquired. 

Mr. Bunning. So, the total of those two gentlemen would be 
eight percent compared to your 79 percent? 

Mr. Walters. Yes, at that time I owned 74% of the holding com- 
pany to their 8%. With my subsequent acquisiton of 5% from the 
gentleman who ran the holding company, my holdings increaded to 
79%. 

Mr. Bunning. In dollars and cents, what did that — how many 
dollars and cents? 

Mr. Walters. Between the 2 of them, I would guess that they 
were on the hook for approximately $2,250,000.00, something like 
that. 

Mr. Bunning. So, if we multiplied — let me do my math — the 
total investment — 10 times that would be your investment, approxi- 
mately? 

Mr. Walters. Yes. 

Mr. Bunning. Eight million dollars? 

Mr. Walters. That’s a little deceptive because — let me back up. I 
got ahead of myself. That total investment included the purchase 
of two banks. So, you’d have to back it out. So, for Cherry Creek 
National, let’s say that the total of 2 banks was approximately $40 
million. Cherry Creek was probably 70 percent of that, and what- 
ever that arithmetic is, that was the total for Cherry Creek Nation- 
al, and they’d be 8 percent of that, on that particular bank. 

Mr. Bunning. It’s beyond my imagination how someone who had 
approximately $18 million invested, or less than $18, the total 
package being $18, would not take an active ownership or manage- 
ment position to make sure that somebody is watching the store. 

Mr. Walters. I must admit, Congressman, sitting here looking 
back, I think you’re right. But that happens to be the truth. I had 
nothing to do with the operations of that bank. I did — 

Mr. Bunning. None of the loans, no — 

Mr. Walters. Absolutely. None whatsoever. In fact, sometime in 
about 1985, 1986, early 1986, I got a little concerned about the 
banks, and my senior financial officer of the company went on the 
boards. From then on — 

Mr. Bunning. Of the parent holding company? 

Mr. Walters. No. Of the bank board. 

Mr. Bunning. No, but you said your senior financial of the hold- 
ing company or of the bank board? 

Mr. Walters. Excuse me. Of my companies. 

Mr. Bunning. OK. Your holding company. 

Mr. Walters. Bill L. Walters Company. 



101 


Mr. Bunning. OK. 

Mr. Walters. Yes. And from then on, I got, you know, a monthly 
report. Prior to then, I was getting quarterly reports from the bank 
holding company. 

Mr. Bunning. I’ve never dealt with those kind of numbers per- 
sonally, but I just can’t imagine anybody who is versed in financing 
and borrowing that kind of money or dealing in that kind of money 
not taking a more personal interest in $18 million. It’s just beyond 
my imagination. That’s your testimony? 

Mr. Walters. Yes. 

Mr. Bunning. Thank you. 

Mr. Parris. Mr. Chairman? 

The Chairman. Yes? 

Mr. Parris. Mr. Chairman, would you permit me a personal 
privilege of correcting the record? I misspoke a moment ago when I 
said I ran a mimeograph in the basement. It was the basement of 
the Capitol Building. I would not want anybody to think I was mis- 
representing. I apologize. 

[Laughter.] 

The Chairman. Of this building? 

Mr. Parris. No, Mr. Chairman. I said of this building, and I was 
thinking in terms of the Capitol building is where I ran the ma- 
chine. 

The Chairman. I see. 

Mr. Parris. I’ll take you down there and show it to you one day. 

The Chairman. I was here when we opened up this building, and 
that was 1965, and I was sure the gentleman had been working 
before 1965. 

In any event, the Chair will now — Mr. Bunning, have you com- 
pleted your questioning? 

Mr. Bunning. Yes, Mr. Chairman. 

The Chairman. Mr. McDermott. 

Mr. McDermott. Thank you, Mr. Chairman. 

Mr. Walters, I just have one question. You obviously have dealt 
with banks quite a bit, and you have looked at this whole situation, 
done a lot of soul-searching, obviously uncomfortable with the way 
things have proceeded. 

Mr. Walters. That’s true. 

Mr. McDermott. Retrospect is always a 100 percent, or 20/20, as 
somebody has said. Do you think that the Committee ought to 
lower the limits of protected money from $100,000 down to $40,000 
back to where it was before 1980? Do you think that would have a 
salutary effect on this whole industry, if people weren’t gambling 
quite with so much backing? 

Mr. Walters. I don’t think I’m qualified to address that. I think 
there are a lot of other areas that I’d look at first before I’d lower 
it to $40,000. 

Mr. McDermott. You had some at least ownership, maybe not 
management, participation in one of these institutions. What 
would you put at the top of the list of things we ought to do? 

Mr. Walters. Well, again 

Mr. McDermott. I mean, we don’t want it to happen again. 

Mr. Walters. I’m dealing much like probably everybody in the 
room. I’m sitting here looking back at a tragedy, and it’s hard 
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enough to understand kind of how it unfolded, and how you correct 
that going forward, I’m not sure I’ve given it enough thought, and 
it I do, I m not sure I m qualified to say. 

Mr McDermott. Are you saying it’3 hopeless, or you just don’t 
want to be on the record as to what you think we ought to do to 
make it better? 

Mr. Walters. No, I don’t think it’s hopeless. I don’t think it’s 
hopeless at all. 

Mr. McDermott. But you who owned one of these savings and 
loans— I mean, somehow, you were allowed to buy this thing by the 
old regulatory process. You were considered a reasonable soul to 
sell one to. Is that correct? 

Mr. Walters. The Cherry Creek Bank? Yes 
Mr McDermott. Yes. So, they gave it to you, but you don’t have 
an l ld f a what you would d o to protect it from happening to an- 
„ M T r - W alters. Well, yes, I do. I think a number of things. First of 
all, 1 think that, as we look at it by the regulatory agencies, we’re 
overburdened, and we re unable to regulate these institutions prop- 

Mr McDermott. You mean they should have been in more 
often? 

Mr. Walters. I would say so, yes. 

Mr. McDermott. Anything else besides more frequency? 

Mr. Walters. Well, I think— you know, there are a lot of things 
we can rattle off here. One of the causes, I think, of the problems is 
the concentration of loans geographically. As I look back on my 
business, I wish I would have taken the same amount of assets and 
spread them between California and New York. But what hap- 
pened with the S&L business is that most of the S&Ls in this coun- 
try that I can see that got in trouble were involved in the oil patch. 

ey were in single industry locations, and when the oil business 
went upside down not only S&Ls, thrifts, banks, every kind of 
business imaginable went upside down. They just happened to be 

one oi the boats, when the tide went out, that was left on high 
ground. 6 

Mr McDermott. So, you’re saying that the folks who were run- 
ning Silverado really weren't very smart in concentrating every- 
thing in JNB and a few things like that in Colorado. Is that what 
you re saying? 

v/f r ' Walters. I don t know what Silverado had to do with JNB. 

. at ^, c ^ermott. Well, I mean all the interconnected loans, and 
to Mr. Cood, and that whole process that was going on. I mean, 
they could see where everybody’s assets were. Presumably they 

were requiring people to bring in a statement of their assets, 
weren t they? 

JJ r - Walters. You’d have to repeat that. What did you say? 

Mr. McDermott. Before they were granted a loan, they had 

P FP le ,£ nng in a finan cial statement, didn’t they? 

Mr. Walters. Yes. 

i?°’ th ^ y , knew that everything they had was 
S y p la relationship to Colorado immediately around the Silver- 

?y ying that the management there wasn’t 
very smart. They should have spread it out across the country*? 



103 


Mr. Walters. I’m saying that with the benefit of hindsight, and I 
suspect they’d probably agree, and most thrifts would agree that 
they would have spread their portfolio into different geographic re- 
gions. 

Mr. McDermott. Thank you. Certainly, if you get an idea some- 
time and you think you can help us out — I mean, a guy like you 
who has made money — it would be real helpful if you could tell us 
what you think ought to be done right. I can’t imagine somebody 
like you, with your skill and your history, buying a place and just 
turning it over to somebody else and walking away and saying, 
“Management, I’ll see you later.” That’s a really incredible story. 
I’ve heard a lot of stories in all my years around Government, but 
I’ve never heard of one where somebody bought — how much did 
you pay for that place? 

Mr. Walters. Between the two banks, the total price, as I men- 
tioned, was about $40 million. 

Mr. McDermott. So you put $18 million— just like I gave it to 
Congressman Hoagland here and said, “Take my money and invest 
it, and I’ll see you sometime.” 

Mr. Walters. I put 74 percent of that $40 million into it, yes — 
and I increased my interest when I acquired the additional 5 per- 
cent. 

Mr. McDermott. Wow. That’s incredible. It’s no wonder the 
thing went to pieces if people are doing things like that in this 
process, I think. If people were not paying any more attention, and 
they figured they were always backed by the American public at 
$100,000 a crack, then it’s very obvious why all this fell apart, be- 
cause people figured, “There is no way I can lose in this deal. I can 
just go out and row wherever, and cast my money anywhere, and 
somehow, in the end, I can walk away. I’m going to be bankrupt, 
but I’ll go down and get a loan from someplace else, and start all 
over again.” 

My time has expired. Thank you, Mr. Chairman. 

The Chairman. The time of the gentleman has expired. Mr. 
Vento? 

Mr. Vento. Thank you, Mr. Chairman. 

Mr. Walters, what was the total outstanding loans from the 
Cherry Creek National Bank? 

During this period we’re talking about from sort of 1983 to 1986 I 
guess it changed. 

Mr. Walters. The total outstanding loans of Cherry Creek Na- 
tional? 

Mr. Vento. Yes, your bank. 

Mr. Walters. As I recall it was about $180 million institution, 
$200 million I believe. 

Mr. Vento. So that was — so just to get some idea of the type of 
institution, was this the average loan that you were making? $1 
million I see a loan here from your bank to a fellow by the name of 
Wise and I guess you loaned yourself some money there too, is that 
correct, in 1986? 

I see some other loans — $1.7 for JNB Properties. 

Is that the type of loans that you made, million dollar loans out 
of the $200 million institution, is that generally what you did? 

You were specializing in million dollar loans? 
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Mr. Walters. The lending limit of the bank was $2 million. 

Mr. Vento. What was your portfolio? What was the profile of 
your portfolio in terms of loans? 

Mr. Walters. Again, I have admitted to the fact that I am not 
an expert on that bank. 

Mr. Vento. What do you mean? It’s the bank you own, but I am 
just asking what the profile was of the loan portfolio. 

Mr. Walters. I think it varied considerably. 

There was obviously a concentration of larger loans that you are 
referring to which created a lot of problems for the bank and — 

Mr. Vento. Didn’t the regulators come in and ask any questions 
about that? 

Mr. Walters. Absolute — well, the regulators were in and out of 
there punctually. 

Mr. Vento. You said not enough though, huh? That was your 
view? You thought they should have been there more often or were 
you referring to Silverado with regard to that? This is the course of 
the FDIC. 

Mr. Walters. I was talking about, when I referred to Congress- 
man McDermott’s question, I thought he was referring to the sav- 
ings and loan or thrift business in general. 

Mr. Vento. That about you? In other words, don’t you think 
these loans were all good that you made here, these loans to Mr. 
Wise? 

Mr. Walters. Well, again, I didn’t make those loans. 

Mr. Vento. Or your institution. 

Mr. Walters. I was never aware of the loans when they were 
put on the books but, you know, hindsight is 20-20, and sure, I’m 
sure that the President of the bank would have rather not made 
those loans now. 

Mr. Vento. Well, your — this bank that you own 79 percent of 
was loaning money to Mr. Wise and if I read this right you were 
loaning money yourself from Silverado, is that right? 

Mr. Walters. I was borrowing money from Silverado, yes. 

Mr. Vento. Well, that’s right. Pardon me, so they were borrow- 
ing money from your bank and you were borrowing money from 
their bank? 

They borrowed a million dollars, here Mr. Wise did who is an of- 
ficer, which was paid back according to this information I guess, 
and you borrowed $1.5 billion or so from them in 1987, is that 
right? 

Mr. Walters. I borrowed what? I didn’t — 

Mr. Vento. $1.49 — one million, four hundred and ninety-two— of 
course you borrowed a lot of money from them but, well, actually 
you borrowed actually $96.5 million from Silverado, is that correct? 
About that? 

Mr. Walters. Yes, I think the numbers — yes, that’s close. I think 
it’s more like $91 million. 

Mr. Vento. Well, maybe this includes the accrued interest. I 
mean, have you defaulted on that loan, is that correct? 

Mr. Walters. I defaulted, well, technically on one loan for sure 
and that’s with $3.3 million. 

The other of them I think you have to take them one by one to 
kind of understand they each have — 
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Mr. Vento. Well, if you want to submit that for the record, I 
guess you could. We are only limited to a few minutes of questions 
and so for all practical purposes you said you have negative net 
worth and you have loan transactions which you admit equal over 
$90 million, some $96 million maybe with interest and so for all 
practical purposes I guess they are going to have to take the assets 
of the properties and so forth behind them, is that correct? 

Mr. Walters. Yes. 

Mr. Vento. I mean I can go one by one through the loans but the 
fact is if you have negative net worth it isn't going to do us — I 
mean the point is that they are not, that you are not going to be 
able to satisfy those loans. 

Were you involved in any of the purchasing then, if you took out 
additional dollars to buy a preferred stock in Silverado at the same 
time some of these loans were made? 

Mr. Walters. Stock? 

Mr. Vento. Yes, did you buy any preferred stock in Silverado? 

Mr. Walters. Yes, I did. 

Mr. Vento. So what was the inducement or the process by which 
you did that? 

Mr. Walters. I’m sorry, I didn’t hear you. 

Mr. Vento. What was the process by which you did that? What 
was the sequence? In other words, when you would borrow money 
what was . the sequence in which you bought the preferred stock? 

Mr. Walters. As I mentioned earlier — 

Mr. Vento. I was here. I didn’t hear you, but that’s fine. 

Mr. Walters. One of the transactions involved a property called 
Gun Club Road where I purchased on the first phase of that rough- 
ly $10 million worth of preferred B stock. Later on I purchased I 
think it was about $4.5 million in that particular final transaction. 
That was one of a number of them. 

Mr. Vento. $14 million? Pardon me, Mr. Walters, is that $14 mil- 
lion? 

Mr. Walters. Yes. 

Mr. Vento. Of preferred stock on this property? In other words 
you gave up this property and they gave you back preferred stock 
in that instance? Is that what you’re telling us? 

Do you know the value of that property? Did you have an ap- 
praisal on that property that suggested it was worth $10 million? 

There’s two sections. I guess you said it was 1,280 acres if it’s two 
sections, is that right? 

Mr. Walters. 1183, nearly two sections but — 

Mr. Vento. Oh, nearly. 

Mr. Walters. But, yes, there was an appraisal. 

Mr. Vento. What was the appraisal? 

Was the appraisal $10 million? 

Mr. Walters. I don’t recall specifically, yes, but it was well in 
excess of $10 million. 

The Chairman. The time of the gentleman has expired. 

The Chair will again note that 50 percent of that were questions 
that had been directed to the witness. 

I have two in order to round out these rough edges, Mr. Walters, 
and if you have time, I would appreciate a quick answer. 
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Between October, 1984, and December 1986 you acquired $43 mil- 
lion worth of Silverado preferred and common stock, isn't that cor- 
rect? 

Mr. Walters. From October 1984 to when? 

The Chairman. December 1986. 

Mr. Walters. I believe that is correct. 

The Chairman. You acquired $43 million worth of Silverado pre- 
ferred and common stock, is that correct? 

Mr. Walters. I believe that is correct, yes. 

The Chairman. In fact, the regulators described you, and that’s 
the reason I mentioned it, as a controlling stockholder. Now this is 
Silverado. 

Now as I understand it and as you explained it, your background 
in business is that you are a developer and not a manager of stock 
portfolios. 

Can you tell us why you acquired such a large investment in Sil- 
verado? 

Mr. Walters. I didn’t intentionally or consciously set out to ac- 
quired that stock, (a) — and (b) I certainly didn’t set out to acquire 
an amount that would constitute control by the Federal guide- 
lines — 25 percent of the capital or more. 

All of this stock had very little or non-voting abilities that came 
along with the stock. In fact, early in 1987 I got a call from Mr. 
Lewis of Silverado who had mentioned that someone had brought 
to light to him a Federal regulation that if anyone was to acquire 
in one entity over 25 percent of the capital of an institution it 
would require a change of control. 

Well, I had in-house counsel, I had out-of-house counsel, all over. 
Silverado had in-house, they had outside counsel. I was a little bit 
upset that now all of a sudden someone mentions this to me. I won- 
dered where all these attorneys are, so what I did is I talked to my 
in-house counsel. We went and talked to the counsel that had 
closed most of these transactions and I didn’t get a satisfactory 
answer from him so I — we looked around the country and we ended 
up hiring Jones-Day here in Washington, DC. 

By the middle of May we were sitting in front of the bank regu- 
lators. We told them it was an honest mistake, which is was. We 
asked them what to do. We put a proposal a couple of weeks from 
that in front of them. 

A year later it was accepted and basically what I agreed to do 
was to sell the stock and put it in a non-voting trust, which I did 
with United Bank of Denver and — with the exception of some stock 
that I had pledged to another financial institution. 

The Chairman. OK. I understand that Mr. Hoagland had, was it 
one question? 

Mr. Hoagland. Well, it is about three or four, Mr. Chairman. If 
the Chairman would yield, I just wanted to pursue one area that — 

The Chairman. If the gentleman will do that quickly and pro- 
pound the question or questions, and if the more important one in 
the gentleman’s judgment can be readily answered, then let it go 
at that. If not, let Mr. Walters answer for the record, so that we 
can dismiss the witness, and when we come back, recognize the 
next panel. 
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Mr. Hoagland. Let me just take a stab at seeing if 1 can get this 
done, Mr. Chairman. 

The Chairman. Looking at the staff memos here, Mr. Walters, it 
looks to me as if you were really the original passive partner for 
Mr. Neil Bush when you loaned him $150,000.00 to start his busi- 
ness in January of 1983; is that right? 

Mr. Walters. That is correct. There was another investor that 
also put in $150,000.00. 

Mr. Hoagland. But that was later. 

Mr. Walters. So he started out with $300,000.00. 

Mr. Hoagland. All right. Then in 1984 and then in 1985, you ar- 
ranged for him to have a $1,750,000.00 line of credit from your 
bank, Cherry Creek National Bank; is that right? 

Mr. Walters. It is false. I did not set up that loan with him. 

Mr. Hoagland. It was your bank, though? 

Mr. Walters. It is true that he acquired a loan with the help of 
Mr. Good. 

Mr. Hoagland. But it was with your bank; is that right? 

Mr. Walters. It was with the bank owned by the holding compa- 
ny, yes, the — 

Mr. Hoagland. All right. The bank you owned. Right. 

Mr. Walters. — percent of the holding company. 

Mr. Hoagland. And then after he became a member of the 
board in August 1985, during the August 1985 through August 1988 
period of time, with Mr. Bush on the board, Silverado loaned you 
about $60 million. Is that right? 

Mr. Walters. It might be approximately, yes. 

Mr. Hoagland. And Mr. Bush voted on those loans; is that 
right? 

Mr. Walters. I have no knowledge of that, other than what I 
have been told. 

Mr. Hoagland. And in June 1986 he submitted a conflict of in- 
terest statement stating none, which did not identify his business 
relationship with you or Mr. Good, in spite of the fact that you 
were one of the original investors in his oil business back in Janu- 
ary of 1983; is that right? 

Mr. Walters. Well, yes. I was, as I mentioned, a very minor, 
minor piece of that partnership. 

Mr. Hoagland. Well, now wait a minute. Minor in percentage 
terms. But when Mr. Bush started out in January 1983, he put in 
$100.00; you put in $150,000.00; and you say another individual put 
in $150,000.00. So without you, that business could not have gotten 
off the ground, could it? 

Mr. Walters. Again, what you are saying is correct, that I did 
invest in it, and — 

Mr. Hoagland. An insubstantial amount. 

Mr. Walters. — you make that sound unusual, though, that he 
only put 100 in. It is not unusual. That is normally how those types 
of structures are put together. 

Mr. Hoagland. That is all I have, Mr. Chairman. Thank you for 
your indulgence. 

The Chairman. Thank you very much, Mr. Walters. 

Mr. Walters. Thank you, Mr. Chairman. 
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The Chairman. We will have members that will be submitting 
questions in writing, in time for you to address them when you re- 
ceive the copy of the transcript of today's proceedings. 

Thank you again. 

Mr. Walters. Thank you. 

The Chairman. And you stand dismissed. 

The Chair will recess and be back as soon as possible. 

[Brief recess.] 

The Chairman. The Committee will come to order. The Chair 
will recognize the witnesses, Michael R. Wise, former Chairman of 
Silverado Banking, Mr. Richard K. Vandapool, former Vice Chair- 
man and Chief Operating Officer of the Silverado Banking, Robert 
M. Lewis, former Chairman and Chief Financial Officer, Mr. W. 
James Metz, former Director and Majority Shareholder of Silver- 
ado Banking, and Mr. Florian Barth, former Director. I understand 
that, with the exception of one, these would be considered inside 
directors or officers. 

I might mention for the record that in attempting to serve the 
subpoena for Mr. Metz, the Marshal was unsuccessful as late, I be- 
lieve, this morning, so not seeing him here, the subpoena, as far as 
we know, was not possible to serve by the U.S. Marshals Officer. 
Until it has been served, we’ll have to defer on that particular wit- 
ness. 

In the meanwhile, for the sake of time and waiting for members 
to return, unless they know something I don’t know, we shouldn’t 
be having a vote immediately, but then I could be wrong. Is there 
any objection to my recognizing you in the order that I introduced 
you? Is any one of you under any time constraint, plane schedule 
or anything? If so, we’ll try to keep that in mind. Yes, Mr. Barth? 

Mr. Barth. Yes, sir, I was supposed to be — 

The Chairman. What is your time constraint? 

Mr. Barth. Well, of course, what ever is possible in terms of 
time. I had a 6:00 flight. 

The Chairman. You have a 6:00 flight? 

Mr. Barth. Yes, sir. 

The Chairman. Well, if there’s no objection, we’ll recognize you 
first, but we must go through the process of administering the 
oath, so I will ask you gentlemen to stand and raise your right 
hands. 

[Witnesses Barth, Lewis, Vandapool, and Wise sworn en banc.] 

The Chairman. You may consider yourself to be under oath now. 
If there’s no objection, why don’t we go ahead and recognize Mr. 
Barth and acknowledge his cooperation and hear his testimony? 

STATEMENT OF FLORIAN BARTH, FORMER DIRECTOR, 
SILVERADO BANKING 

Mr. Barth. Chairman Gonzalez and distinguished members of 
the Committee, I’m Florian Barth and I'm a member of the Board, 
an outside member of the board. I was born, raised and educated in 
Denver, Colorado, attended grade school, high school in Denver and 
the University of Denver. I’m 71 years of age. I served in the 
Armed Forces for four and a half years in World War H. I’ve been 
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associated in the automobile business for over 50 years with the 
same firm. 

I’ve been a board member since 1971 and was appointed by 
Frank Burns, President of Mile High Savings and then at James 
Metz’ request, I stayed on the board after Mile High was purchased 
from Frank Burns. Then I continued on the board through the 
demise of Silverado. 

The Chairman. Do you have any statement you wish to make, 
sir? 

Mr. Barth. Well, there was just one item and that was that I 
had really wanted to come originally when I was first written to, 
and a combination of things happened, but my attorney suggested 
that I not come. I was free and willing to come. 

The Chairman. I deeply appreciate that, Mr. Barth. The record 
does show that you have cooperated and certainly we’re very grate- 
ful. Also, on this panel, you’re the one outside member of the 
Board. I had only one question. 

It had to do actually with a statement attributed to you by the 
Denver Post. I wanted to find out if the attribution was correct, 
and maybe enlarge on it. On January the 12th of this year, the 
Denver Post article quoted you as saying that you did not think 
that anyone on the Board had a sophisticated knowledge of the 
transactions presented to the Board by Silverado management, but 
rather you said, and you were quoted as having said, “We just 
signed off on them.” End of quote. 

Is that correct? Could you also enlarge on the Board’s participa- 
tion, and, I would say that in your case, as far as the outside Board 
of Directors members were concerned? 

Mr. Barth. I would say, sir, that I’m not positive about that 
quote as far as the Denver Post is concerned. From time to time, 
Ive had opportunities to visit with the press through the years, 
having been raised in Denver, but the press doesn’t always come 
off the same way it appears when you’re visiting with them. The 
one area that I think — and I remember reasonably well — that in 
every case where the Board was asked to vote on any transaction, 
there were three or four phases, three or four tiers of activity that 
took place within the Board itself — I mean, within the officers 
themselves. 

These would be appraisals on real estate transactions and these 
transactions were put together in a very, very positive form. We re- 
ceived, about a week in advance of all meetings, a complete synop- 
sis of everything that was to transpire at the Board meeting. 
Frankly, in all the meetings that I have ever attended, I have 
never seen anything done as completely as it was done by Michael 
Wise and the executive staff of Silverado. 

When the Board did get it and did receive it, there was much 
time spent on reviewing in detail, calling on the different members 
of the executive staff of Silverado, all of whom we felt were ex- 
tremely competent. We had inside legal advice. We had outside 
legal advice who attended practically every meeting. 

Mr. Ron Jacobs from one of the finest law firms in Denver, one 
of the more prominent ones, was our outside legal counsel. He had 
a great deal of previous experience in the savings and loan indus- 
try, at least I recall quite well that he had quite a bit of experi- 
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ence. Very honestly, I just felt that from the standpoint of compe- 
tency, including our auditing firm which reviewed much of the ac- 
tivities as they went on, particularly some of the more detailed bits 
of information, and with some of the staff that we had on the 
board — 

We had a man, Mr. Rich Vitcus who had a lot of experience, a 
lot of legal experience, and I felt we had excellent leadership. I felt 
that we really — I don't think at any time we ever just looked at 
something and very quickly approved it. It was not done that way. 

I had served on the old Mile High Savings Board many years ago 
when it was very difficult to get any information. I mean, nobody 
seemed to know anything. 

The Chairman. Since you had been a member of the Board since 
it was Mile High S&L, what you’re telling the Committee is that, 
compared to the practices ana participation of the Board members 
at that time, as compared to its reorganization and renaming as 
the Silverado, there’s a vast difference? 

Mr. Barth. Yes, sir, there was no comparison. 

The Chairman. All of these things that we have been asking 
questions about, the practice of — this high growth period of Silver- 
ado — were you particularly worried about that? Were you of the 
opinion that it was a solid growth pattern? 

Mr. Barth. Well, the real estate activities in Denver — the Cana- 
dians were buying real estate at a very rapid rate. Everything that 
was anywhere in the area in the marketplace had a for-sale sign 
and sold almost immediately and the prices just kept — the activity 
was rather dramatic. 

I know in my own personal experience, knowing some of the 
people who had real estate in particular areas, it was very fascinat- 
ing to see Denver grow. Having been born and raised there, I felt 
that the growth was rather dramatic. Now, at what point in Silver- 
ado’s activities, with all the documentation we had, the collatera- 
lized loans that we were dealing with — yes, some of them were 
rather sophisticated, but through explanation by the people who 
were very expert, knowing how what their focus was and how they 
put their product on the table, it would appear from all evidence, 
that the Silverado was not in any trouble. 

The Chairman. When we had the hearing on May 22, some of 
the regulators were giving us statements indicating practices that 
involved loans over and above the amount requested by the borrow- 
er. 

With an implied or direct understanding that the difference be- 
tween the amount actually given over the amount requested would 
be invested in stock, were you aware of any of those practices? 

Mr. Barth. Well, we had them presented to us. But they were 
generally pretty much, the practices were pretty much completed 
by the time they did come to the Board, but they had very definite 
documentation as to how they were to be handled and the purpose 
for their handling, and had been, had had preapproval at the bank 
board level. 

The Chairman. I see. Well, I believe that again 1 must recess, 
and go and record a vote. I can see that some of the members must 
have had information 1 did not get when I went down on the last 
vote. We have this vote now. It is about 16 minutes past the hour. 
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Is your flight scheduled to depart from National? Dulles? Well, 
we will dismiss you at this point, and hopefully you can make your 
flight in time at 6 p.m. 

Mr. Barth. It is very kind of you, sir. Thank you very, very 
much. 

The Chairman. Well, I think that is the least we can do. You 
have been waiting here all day Long. 

We will recess and be back as soon as possible. 

[Brief recess.] 

The Chairman. Our next list of witnesses, we want to go in the 
order we introduced you, and since apparently there is on conflict 
with the rest of you, I appreciate that very much. 

Mr. Wise. 

STATEMENT OF MICHAEL R. WISE, FORMER CHAIRMAN, 
SILVERADO BANKING 

Mr. Wise. Thank you, Mr. Chairman, members of the committee. 

When you invited me to appear before you a month ago, I de- 
clined. I want to explain why I did that. 

I did not mean to be disrespectful of the importance of this com- 
mittee. I recognize the significance of the work that it does. The 
decision not to appear was an extremely difficult one for me per- 
sonally. I felt it conveyed a fear of questioning, or an unwillingness 
to cooperate, when in fact I want to provide my perspective on 
what happened at Silverado. 

I want to make sure the committee understands my personal sit- 
uation. Silverado’s collapse has resulted in private lawsuits against 
me, and litigation by Federal regulators has been threatened for 
many months. There are reports that a grand jury in Denver has 
been directed to investigate the failure of Silverado. The press, and 
even members of this committee, have repeatedly referred to fraud 
and abuse at Silverado as if those were proven facts, and they have 
criticized the Justice Department for its failure to prosecute sav- 
ings and loan executives. 

My personal fear is that this kind of pressure may result in a 
criminal charge against me, even though I have broken no law. 

In light of these problems, my legal counsel has told me that I 
should not testify before this committee. Now that I am here before 
the committee, I have decided to give testimony. 

As I have said, I did nothing in my duties at Silverado that was 
illegal, improper, or that I am unwilling to have examined. I be- 
lieve that my testimony and that of the other witnesses that this 
committee has heard will bear this out. 

There are, however, limits on my ability to be of help. When Sil- 
verado was taken over, I lost access to virtually every document 
having to do with the operation of the company. 

Your committee, on the other hand, has a great deal of informa- 
tion available to it. And, even aside from what the committee has, 
there are probably tens of thousands of other documents that 
relate to the particular transactions and business affairs of the in- 
stitution that this committee has focused on. 

When my counsel requested the FDIC to make available copies of 
relevant transaction documentation for Silverado, the FDIC re- 
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sponded that it had in excess of 15 million pages of documents and 
indicated the copying costs alone would exceed $1 million. 

Obviously, I have had no means to review or familiarize myself 
with all of that material before I testified today. And therefore, my 
ability to give complete and accurate answers, may sometimes be 
limited. Nonetheless, I will do my best to answer the committee’s 
questions. But 1 ask you to realize that there may be instances 
where my lack of access to documentary information will prevent 
that. 

I am comfortable appearing today because I know the ongoing in- 
vestigation will ultimately support what you have been told by 
other witnesses. Namely, Silverado was run by responsible, dedicat- 
ed people, who conducted the company’s business with the advice 
of highly-qualified legal counsel and experts subject to review by 
independent auditors and appropriate approvals from Federal and 
state regulators. 

While I am sure each member of the committee has specific con- 
cerns and questions, I do hope time will permit an examination of 
Silverado’s proposal to recapitalize in December 1988, shortly 
before its takeover. That proposal, involving one of the most re- 
spected Wall Street firms investing for its own account, would have 
contributed in excess of $200 million in private capital to Silverado 
when merged with Columbia, another large insolvent Denver 
thrift. 

The plan would not have benefitted existing directors and man- 
agement in any way, shape or form. In fact, all had agreed to 
resign if necessary to see the plan through. Existing Silverado 
share and debt holders, of which I was one, would have been wiped 
out under the plan. 

Why this plan was not pursued, and instead, one with far less 
capital and significantly more Government financial support was 
approved, is a continuing mystery to me, especially so when I read 
that the so-called new institution, thanks to Government support, 
is one of the country’s most profitable. I would be happy to provide 
more information in this regard if any members are interested. 

Mr. Chairman, members of the committee, I thank you for the 
opportunity to appear, to make this statement, and to answer your 
questions. 

The Chairman. Thank you very much, sir. 

Mr. Vandapool. 

STATEMENT OF RICHARD K. VANDAPOOL, FORMER VICE CHAIR- 
MAN AND CHIEF OPERATING OFFICER, SILVERADO BANKING 

Mr. Vandapool. Yes, sir. Thank you very much. 

My name is Richard K. Vandapool. I joined Silverado Banking 
Savings & Loan Association as its Chief Operating Officer in 1982. 
And I was elected to its Board of Directors in 1984. In 1986, I was 
named one of the board’s two Vice Chairmen. 

I declined your invitation to appear at this committee’s May 23 
hearing because I was denied access to documentation that exists 
regarding decisions made and transactions completed during my 6- 
year tenure at Silverado. I was concerned that I would be unable to 
provide meaningful or complete answers to the questions certain to 
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be propounded by committee members without having the opportu- 
nity to first review the association’s documents. 

I am here today in response to your subpoena. Please know, how- 
ever, that my requests to review all available documents continue 
to be denied. Therefore, I will endeavor to respond to the questions 
to the best of my ability, hopeful that my recollection of events 
that may have occurred as long as 7% years will be sufficient. 

I request your understanding that I may misspeak, because I was 
not permitted to spend the time your staff has spent reviewing vo- 
luminous old documents of complex transactions. 

Silverado’s former directors, officers, and employees are not 
proud of the company’s collapse; but they are proud of their honor- 
able, intense efforts attempting to prevent it. Silverado was a col- 
lection of some of the brightest, most energized, hardworking, ethi- 
cal, and dedicated businesspeople to be found anywhere. Their col- 
lective efforts were focused on the objective of building a viable 
going concern, an economic force capable of providing jobs for hun- 
dreds of Coloradans while producing reasonable returns on invest- 
ment for its stockholders. 

The company was not a corrupt, out-of-control renegade run by 
villains. Its activities were continuously monitored and examined 
by independent attorneys, accountants, and state and Federal regu- 
lators. 

The association’s records were painstakingly maintained, cur- 
rent, complete and accurate, and total access to records, plans, and 
people was provided to all regulators and auditors. Full disclosure 
of decisions, transactions, plans, problems, and solutions at Silver- 
ado was the rule, not the exception. 

Activities and conceptual transactions today being questioned 
were understood and approved by state and Federal regulators. 
They, too, were confident that the company’s direction and busi- 
ness plans were, at the very least, viable and responsible. 

Only when the unprecedented 35 percent to 45 percent decline in 
Colorado’s commercial real estate values began to gobble up finan- 
cial institutions like Silverado did those regulators attempt to dis- 
tance themselves from the association, lest they might also be 
deemed responsible. 

Because of the apparent selected nature of the information pro- 
vided by regulators to members of this committee prior to the May 
hearings, I’m not certain that you have a clear picture of Colorado 
realities. 

Do you know that nearly half of the Sstate’s savings and loan as- 
sociations have failed? Were you told that only two original S&Ls 
remain with assets in excess of $500 million? Have you been in- 
formed that every financial institution with more than 25 percent 
of its assets invested in Colorado commercial real estate or loans 
secured by Colorado commercial real estate have collapsed? 

Do you know that the losses incurred by Silverado as a percent- 
age of its commercial real estate loan portfolio were not dissimilar 
to those recorded in most other failed Colorado thrifts? Silverado 
failed not because of fraud and abuse, but rather because losses 
were realized as the real estate market in the Denver area and sur- 
rounding Sunbelt states plunged into an unprecedented depression. 
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Mr. Chairman, during the May hearings, I think you stated that 
within just six months following the implementation of the 1986 
Tax Reform Act, commercial real estate values in your Texas con- 
gressional district collapsed, that values plummeted 42 percent. 
Well, sir, the impact on Denver was not unlike the impact on San 
Antonio. 

Some have suggested that a loss of $1 billion will result from the 
Silverado case. The truth is Government attorneys, late in 1989 or 
early 1990, admitted to me that that figure was grossly exaggerat- 
ed. At your May hearings, those regulators neglected to correct 
that hyperbole. 

Hopkins & Sutter, a highly regarded investigative law firm in 
Chicago, was commissioned by the regulators to accomplish an in- 
dependent investigation of Silverado’s failure. That multi-million 
dollar twelve-month investigation was reportedly completed late 
last year, and reportedly, the results of that investigation do not 
support the regulators’ allegations of wrongdoing by Silverado offi- 
cers and directors. Apparently, however, you were not informed 
about the Hopkins & Sutter investigation and findings. 

I do not understand why certain regulators want you to believe 
that Silverado’s sale of stock for real estate rather than for cash 
was improper. Our attorneys advised us the transactions were com- 
pliant with all applicable laws and regulations. Reputable inde- 
pendent MAI appraisers determined the value of the subject real 
estate, renowned independent Denver law firms provided guidance 
and documented the transactions, respected independent Big 6 ac- 
counting firms certified proper accounting and financial reporting, 
and capable state and Federal regulators understood and approved 
the activity. Even the specific preferred stock form reviewed was 
directed by our Federal supervisors in Topeka. 

Some would want you to believe that the purpose behind the 
company’s pooling of major real estate loans into a single security- 
like asset was to avoid loss recognition or, worse, to hide losses. 
The truth is the pool provided a vehicle for selling junior interest 
in the commercial real estate portfolio to outside parties in order to 
transfer risk away from the association. 

When proposed to the Federal regulators in 1986, they under- 
stood the concept and acknowledged that it did indeed provide loss 
protection. Coopers & Lybrand agreed with the accounting treat- 
ment, as did accounting authorities at the highest levels within the 
Federal Home Loan Bank system. 

Some would want you to believe that Silverado switched external 
auditors from Ernst & Whinney to Coopers & Lybrand following 
the 1985 audit because E&W was too tough, and because E&W al- 
legedly stifled efforts by Silverado management to pay its officers 
bonuses. 

The truth is Silverado made the change because E&W charged 4 
times its agreed upon fees for the 1985 audit. Additionally, the as- 
sociation wished to change auditors because Silverado’s new chief 
financial officer had left 2E&W to join with Silverado’s staff. Isn’t 
it curious that regulators have criticized other thrifts for not 
changing external auditors after hiring partners from their audit- 
ing firms. The bottom line: Silverado’s action approved by regula- 
tors via the formal and proscribed process was right and proper. 
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Certain individuals painted a picture of Coopers & Lybrand as 
having performed a substandard 1986 audit at Silverado, as having 
been so weak as to suffer manipulation by the company's manage- 
ment team. The truth is Coopers was not manipulated. That firm 
issued an independent clean opinion. They not only certified Silver- 
ado’s 1986 financial reports in early 1987, but they certified to 
same again in 1988. 

Robert Creager, the head of Coopers National Thrift Practice 
Group, who served as a review partner on the Silverado account, 
set the record straight in sworn testimony before this Committee in 
May. It is inconceivable that if the regulators had real concerns 
about Coopers & Lybrand’s independence and objectivity they 
would permit that firm’s Denver office to audit other imgor Colora- 
do banks and thrifts and the RTC. 

It has been suggested that Silverado executives paid themselves 
excessive compensation. The truth is the executives did not pay 
themselves anything. Compensation was determined by the Board 
of Directors Organization and Compensation Committee, and the 
compensation paid was not excessive. 

Early in the 1980s, Silverado, not unlike countless other financial 
services companies across the nation, established a performance 
base compensation and benefits pregram. The Organization and 
Compensation Committee of the Board of Directors employed the 
services of the Wyatt Company to assist in designing and maintain- 
ing a current and competitive program. 

The Wyatt Company, one of the country’s largest and most re- 
spected compensation and benefits consulting firms, has advised 
thousands of other financial institutions, including most of the dis- 
trict banks within the Federal Home Loan Bank system. 

Wyatt’s opinion was Silverado’s comprehensive compensation 
program met the standards of reasonableness in form and in prac- 
tice. The executive compensation program was reasonable and com- 
mensurate with the duties and responsibilities of each position. 
Due diligence was exercised in the review, design, implementation, 
communication, and application of the plan. 

Wyatt’s recommendations to Silverado provide internal and ex- 
ternal compensation equity within the marketplace, where Silver- 
ado competed for business and talent. The 1986 questioned compen- 
sation fell well within the parameters of the Wyatt program. Addi- 
tionally, the figures reported (inaccurately) apparently included 
both cash and non-cash consideration for executives. The non-cash 
portion, in the form of company note vesting, became worthless 
when Silverado was liquidated. 

Providing officers and directors with favorable-term loans on 
their primary personal residences is customary within the -indus- 
try, and is a benefit provided for in Federal regulation. It is akin to 
executives at Ford or GM being accorded stock options, car loan 
discounts, or purchase price discounts. At Silverado, officers and di- 
rector loan proposals were reviewed then documented by outside 
independent counsel to ensure compliance with all laws and regu- 
lations. There was no abuse. 

You have been misadvised that Silverado Banking provided large 
loans for stock purchases to each of its two major common stock- 
holders. The truth is, those loans were provided not by the insured 
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association, but rather by the holding company, Silverado Finan- 
cial Corporation. 

If losses are incurred on those loans, the losses will be suffered 
by the holding company’s common and preferred stockholders, not 
by the FDIC or the American taxpayers. 

Silverado employed the finest talent available and worked with 
the region’s expert lawyers, accountants, appraisers, analysts and 
consultants. As the Colorado Savings and Loan Commissioner testi- 
fied here last month, Silverado engaged in a good faith, legitimate 
effort to survive the 1980’s. 

It was the dramatic decline in oil prices, the 1986 Tax Reform 
Act, and the crash in Colorado commercial real estate values which 
culminated in the closure of Silverado and 15 other Colorado 
thrifts. There are no villains; only a lot of casualties in the form of 
tarnished reputations because of innuendo, 20-20 hindsight, misun- 
derstanding, and unfounded allegations. 

I thank you for the opportunity to present this statement to the 
Committee, and I look forward to answering your questions. 

The Chairman. Thank you, Mr. Vandapool. Mr. Lewis? 

STATEMENT OF ROBERT M. LEWIS, FORMER VICE CHAIRMAN 
AND CHIEF FINANCIAL OFFICER, SILVERADO BANKING 

Mr. Lewis. Thank you, Mr. Chairman, members of the commit- 
tee. My name is Robert M. Lewis. From July 1, 1984 through De- 
cember 9, 1988, 1 served as chief financial officer of Silverado Bank- 
ing Savings and Loan Association. 

In the Fall of 1986, I was elected to the Board of Directors and 
served as vice chairman of the Board until the company was liqui- 
dated on December 9, 1988. 

I would like to discuss what I believe to be the three major fac- 
tors which contributed to the losses incurred by Silverado Banking 
Savings and Loan Association. 

The first major area of loss to Silverado resulted from the sudden 
collapse of the Colorado real estate market. Because of the rapid 
growth which was occurring in the Rocky Mountain region, Colora- 
do real estate appeared to be an exceptionally good investment. 
Construction of new homes, apartment, office and retail buildings 
occurred at an unprecedented rate, and by 1986, Silverado had ac- 
cumulated a large portfolio of loans secured by commercial real 
estate. 

This rapid growth, however, was based on high oil prices. When 
the price of oil fell, Colorado’s economy was devastated. During the 
late 1980's, Colorado experienced the first period of out migration 
in the recent history of the state. As a result, property vacancy 
rates soared, rental rates slumped, and the Colorado real estate 
market collapsed. A large number of real estate developers were 
unable to repay their loans to Silverado. 

Further, Silverado’s direct investments in property declined in 
value. The collapse of Colorado’s real estate market caused virtual- 
ly every financial institution, with more than 25% of its assets in- 
vested in Colorado commercial real estate loans to fail. 

Examples of other failures resulting from the Colorado real 
estate market are Columbia Savings, Capitol Federal Savings, 
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American Federal, Otero, First Federal of Colorado Springs, Sun, 
Alpine, Modem, Mesa, Valley, Sierra Federal and many others. 

Management attempted to deal with this crisis in a responsible 
manner and recorded a large addition to Silverado's allowance for 
losses on real estate holdings in July 1988. There have been various 
reports that Silverado was forced to record the large loss by the 
Federal regulators or by the outside accountants. These reports are 
untrue. 

Management determined the size of the loss and made the deci- 
sion to record it without any input from either the regulators or 
the outside auditors. The increase in the loss reserves recorded by 
management in July 1988, together with additional unallocated 
loss provisions subsequently requested by the regulators, resulted 
in Silverado having total estimated real estate-related losses of ap- 
proximately $360 million. 

It should be noted that $90 million of this loss was absorbed by 
the shareholders and subordinated debt holders of Silverado. These 
individuals lost 100% of their investment in the company. The 
excess, approximately $270 million, became a claim on the FSLIC. 

The second and most troubling area of loss consists of excess 
profits paid to Ford Motor Company, the new owner of Silverado 
and Columbia. On the date Silverado was seized by the regulators, 
an offer was made by management, backed by Solomon Brothers, 
Jack Vickers and Jack DeBoer, to the FSLIC for the recapitaliza- 
tion of Silverado and Columbia. 

We were told that the offer we made that day was not competi- 
tive and the company, together with Columbia Savings, was sold to 
Ford. A comparison of the salient points in these offers is instruc- 
tive. 

The management group had offered to recapitalize Silverado and 
Columbia with a cash infusion of approximately $200 million. Ford, 
on the other hand, infused only $96 million. Management had 
asked for a level of yield support from the government at 2.35% 
over cost of funds. Ford was awarded 2.75% over cost of funds. 
Management offered to absorb the first $200 million of losses at Sil- 
verado at no cost to the taxpayers. From my review of reports filed 
by the new owners of the New Columbia, I believe that Ford has 
absorbed less than $10 million and will indeed absorb less than $10 
million of losses on the New Columbia. 

Based upon the information available to me, I believe manage- 
ment’s offer would have been far less costly to the taxpayers. Fur- 
ther, management offered to step aside, if required to do so, in 
order that our bid be accepted. 

In selling Silverado and Columbia to Ford, FSLIC entered into a 
long-term contract which does three things. First of all, it protects 
Ford against losses on the liquidation of Silverado and Columbia 
assets. 

Second, it provides huge profit margins to Ford over time. 

And third, it provides substantial tax benefits too Ford, because 
the payments from the Government as reimbursement for losses 
and as yield support are tax-exempt. 

The acquisition of the new Columbia, which consists of Silverado 
and the old Columbia Savings, has been extraordinarily profitable 
to Ford. Reports filed with the Federal regulators indicate that the 
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new Columbia recorded in 1989 net income equal to 52 percent of 
Ford’s investment. Now, this does not include additional tax bene- 
fits if any, that accrue to other members of the Ford Motor Compa- 
ny corporate group. After adding these additional tax benefits to 
Ford’s return, it is likely that Ford Motor Company realized a 
return in excess of 100 percent on its investment in the new Co- 
lumbia during 1989. 

Significantly, the Government’s contract with Ford extends for a 
period of many years. Thus, Ford has purchased a long-term annu- 
ity of extraordinary earnings. It is estimated that the present value 
of these excess profits is at least $300 million. 

Management did not negotiate the sale of Silverado to Ford 
Motor Company. The Federal regulators did. Although it is unclear 
why such a one-sided contract was entered into by the Govern- 
ment, it is clear that the cost to the American people is extraordi- 
nary. The excess profits paid by the Government to Ford Motor 
Company represent a significant component of the total cost of the 
Silverado case. 

It is instructive to note that the June 4, 1990 issue of the “Na- 
tional Mortgage News’’ lists the 24 most profitable savings and 
loan institutions in America with assets in excess of $1 billion 
each. Surprisingly, the list does not include many of the premier 
savings and loan associations in this country located in the strong- 
est real estate markets in America. 

For example, it does not include First Nationwide Bank, Ford’s 
unsubsidized $22 billion thrift headquartered in Northern Califor- 
nia, with a return to stockholders of zero percent in 1989. Instead, 
the list of most profitable thrifts includes Columbia Savings, Ford’s 
subsidized $5 billion Colorado thrift, and Cardinal Savings, Ford’s 
subsidized $1.5 billion Ohio thrift, also acquired in December, 1988 
from the Federal regulators. 

In fact, thrifts representing approximately half of the total asset 
value of those on the list are formerly troubled thrifts that have 
been sold to major investors by the FSLIC. These new owners are 
reaping windfall profits at the expense of the taxpayers. 

In 1988, it was generally acknowledged in the business communi- 
ty that the best investments in America were the troubled thrifts 
being sold by Federal regulators, because the sales agreements rep- 
resented long-term Government contracts virtually guaranteeing 
extraordinary returns with no real risks and tremendous tax bene- 
fits. 

The regulators have reported that Silverado sustained a loss of 
approximately $180 million on the sale of its mortgage-derivative 
portfolio. This is the third area of loss that I would like to address, 
Mr. Chairman. 

Mr. Lewis [continuing]. On December 9, 1988, the company had a 
residual portfolio totalling approximately $600 million. Silverado 
had originated this portfolio over a period of 18 months prior to its 
closure. Over that time, the company had realized an annualized 
rate of return on its portfolio of approximately 17 percent. 

In our proposal to recapitalize Columbia and Silverado, it was 
management’s intention to continue to manage the residual mort- 
gage portfolio and liquidate it over time as market conditions die- 



119 


tated. Instead, shortly after seizing Silverado, the residual portfolio 
was sold at a loss of approximately $180 million. 

In making the liquidation, the bonds were sold at yields to new 
investors in the mid-teens to the low 20 percent range. The portfo- 
lio was liquidated in an interest rate environment that was not 
conducive to obtaining the highest prices and proceeds from the 
sale of the portfolio. Because the portfolio was repaying rapidly, 
and generating substantial cash flow, it should have been held and 
liquidated over time, under more favorable market conditions, or 
allowed to repay under normal amortization. The investments were 
generally AAA-rated and required no significant management. 

Under our proposed approach, I believe that the portfolio could 
have been liquidated at no loss. Instead, the portfolio was sold 
quickly in an inhospitable interest rate environment at extraordi- 
narily high yields to the purchasers. 

The large losses generated at Silverado clearly fall into three cat- 
egories. 

Management did overconcentrate loans and investments in com- 
mercial real estate. Management, however, did not enter into the 
contract with Ford Motor Company to sell Silverado and Columbia 
under an agreement that provides extraordinary returns to Ford at 
the expense of the taxpayers. Management did not elect to liqui- 
date the residual portfolio, providing huge returns to the purchas- 
ers and huge losses to the Government. These two areas of loss 
could have been avoided. And as a director and officer of Silverado, 
I deeply resent the creation of these additional losses and the pre- 
sumption that I am responsible for them. 

In their testimony before this committee, and in various releases 
to the press, the regulators have often been selective in the infor- 
mation that they have made public. Typically, this selectivity has 
resulted in misrepresentation of certain events. In this respect, I 
would like to set the record straight. 

It has been reported that Silverado relied upon inflated apprais- 
als in underwriting real estate loans. What was omitted are the fol- 
lowing facts. 

Number one, to my knowledge, Silverado used, in all cases, repu- 
table appraisers who held the highest professional designation 
awarded by the Appraisal Institute, that is, MAI. 

Number two, annually, Silverado provided a listing of approved 
appraisers to the Federal Home Loan Bank in Topeka for their 
review and comment. To my recollection, the Federal Home Loan 
Bank of Topeka never took exception to the use of any of these ap- 
praisers. 

And third, to my knowledge, no appraiser was ever asked to in- 
flate the appraised value of any property. 

The simple truth is that appraisals performed in 1982 through 
1986 appear overvalued in 1989 and 1990, because the Denver real 
estate market has declined in value so dramatically. 

Those appraisals were performed by numerous reputable apprais- 
ers whose assumptions appeared reasonable at the time the proper- 
ties were appraised in the early and mid 1980’s. 

It has been alleged that Silverado, in substance, fired Ernst and 
Whinney and hired Coopers & Lybrand in order to overstate earn- 
ings and pay larger bonuses to management. The regulators have 
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accused Coopers & Lybrand of performing a substandard audit and 
cite the 1986 audit as an example of audit failure. 

This claim is nonsense. Consider the following: number one, Coo- 
pers & Lybrand’s audit team consisted of local audit personnel and 
the national partner in charge of their savings and loan practice. 
This national partner reviewed Silverado's work papers on the 
1986 examination and served as technical consultant on the ac- 
count both years. 

Number two, the Federal Home Loan Bank never questioned the 
employment of Coopers & Lybrand. Number three, and most im- 
portantly, after Silverado and Columbia were sold to Ford Motor 
Company, forming the largest financial institution in the State of 
Colorado, the New Columbia, selected Coopers & Lybrand as its 
auditors. Apparently this selection was approved by the Federal 
Home Loan Bank of Topeka. 

If Coopers, indeed, had an audit failure in 1986, why was the 
Denver office of Coopers & Lybrand approved as the new auditor 
for Silverado’s successor company, Columbia Savings? 

Silverado investments in residual mortgage products have been 
criticized generally. However, the following significant facts have 
been omitted. Number one, within weeks of the first residual pur- 
chase, we met with Federal regulators to discuss our plans to 
invest in these securities. 

Number two, after approval by Silverado’s Board, I believe that 
each investment in a residual bond was submitted to Silverado’s 
supervisory agent at the Federal Home Loan Bank of Topeka for 
further review. The submission provided the supervisory agent gen- 
erally included a yield profile of the investment in 7 to 21 different 
interest rate environments. 

The submission also included an indication of the cost of the indi- 
vidual investment and Silverado’s total, cumulative investment in 
residual bonds at that time. The Federal Home Loan Bank of 
Topeka served as custodian for most, if not all of our residual 
bonds. 

Lastly, and perhaps most significantly, the Federal Home Loan 
Bank of Topeka loaned Silverado the money to purchase almost all 
of its residual portfolio. I believe the omission of these facts was 
clearly intended to distance the regulators from the decision to 
invest in our residual portfolio, particularly after they entered into 
an agreement to sell the portfolio at a $180 million loss to the tax- 
payers. 

The regulators have alleged that Silverado’s senior management 
received excessive compensation. Once again, the regulators have 
omitted material facts regarding our compensation. 

For example, number one, a substantial amount of each officer’s 
compensation was paid in the form of company notes which come 
due in the year 2014, not in cash. When you read the large num- 
bers presented to you relative to our compensation, that was not 
received by management in cash. When Silverado was liquidated 
on December 9, 1988, these notes became worthless. 

In my case, notes with a principal balance of approximately 
$500,000 were never paid to me. 

Number two, a committee of outside directors of the board estab- 
lished the compensation for company officers annually. This com- 
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mittee employed the services of the Wyatt Company. The Wyatt 
Company is one of the largest worldwide employee compensation 
and benefits consultants with over 2000 financial institution cli- 
ents. The Wyatt Company opined to the Federal Home Loan Bank 
of Topeka that the 1986 compensation paid to Silverado’s officers 
and directors was appropriate in consideration of competing com- 
pensation levels and the duties of the respective officers. 

In summary, Mr. Chairman, I would like to thank you for the 
opportunity of presenting this information for your consideration. I 
believe that a substantial amount of the loss borne by the taxpay- 
ers in connection with the liquidation of Silverado results from the 
way in which the company and the residual portfolio were sold. 

I fear that the losses on the real estate portfolio will similarly 
increase as government agents with no personal stake in the assets 
liquidate these real estate properties. Thank you. 

The Chairman. Thank you, Mr. Lewis. The gentleman from Vir- 
ginia, Mr. Parris, has a problem with an unavoidable scheduled 
committment in his district here. Giving him time to cross the 
river and since he is reported to be late already, the Chair will 
defer to the gentleman for the first questions to be asked. 

Mr. Parris. I thank the Chairman very much for his consider- 
ation. He’s been most generous throughout this hearing, which as 
we all know, has lasted since 10:00 this morning. I’ve spent a week 
here today. 

I would ask unanimous consent, Mr. Chairman, that members be 
permitted to submit additional questions to these witnesses in writ- 
ing and that Mr. Stearns’ statement be included at this point in 
the record. 

[The prepared statement of the Honorable Cliff Stearns can be 
found in] 

Mr. Parris. I would also include in my unanimous consent re- 
quest, Mr. Chairman, that the Chairman suggest that to Mr. Lewis 
that in accordance with the rules, his and all other witnesses’ testi- 
monies are supposed to be provided to those of us who are on this 
panel, 24 hours in advance and a number of copies, so that we can, 
in fact, follow with some degree of reasonableness, the testimony of 
witnesses. That was not done here, and I would be personally 
grateful to the Chairman and to Mr. Lewis if he would just leave 
us his copy of the statement so that we might have access to it. 

Very frankly, I’m going to send that statement to the regulators 
with a request that they respond to it, Mr. Lewis. There are, in my 
view, some fairly significant suggestions of fundamental activity 
which could, in fact, constitute wrongdoing. If you will be kind 
enough to do that, I would appreciate it. 

The Chairman. Mr. Parris, will you yield to me? 

Mr. Parris. Yes. 

The Chairman. The testimony you gave us today was based on a 
prepared statement. Did you adhere to that faithfully in your testi- 
mony? 

Mr. Lewis. Yes, sir. 

The Chairman. It seems to me that the record — the transcript 
will — 

Mr. Lewis. I would be happy to present this to you, if you would 
like. 
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The Chairman. No problem. I just felt that since he did present 
his testimony, pretty much adhering to his outline, that — he’s ac- 
ceded to the request, so there’s no problem. 

Mr. Parris. I thank you for that, Mr. Lewis. It is not surprising, 
at least to this member, that you gentlemen have what I call selec- 
tive memory. It’s obvious that you do not have access to the records 
and that has going to, it has been by you and will by others, raising 
the question of a reluctance and a justification or inability to testi- 
fy before this Committee and I understand that. 

I do not think that it is our function to determine how many 
angels dance on the head of the pin, or whether the loan was exact- 
ly $1,000,003 or $3,000,001; that s not our purpose here. I have no 
interest in pouring over ancient history, except as it has benefits in 
lessons for the future or to prevent a reoccurrence of what’s hap- 
pened or the determination of wrongdoing or criminality. 

For all of those reasons, I have no intention to pursue a line of 
questioning in regard to the specifics of any one or more transac- 
tions. But, I would just make the observation that all of you gentle- 
men have suggested, and as I’ve indicated, we’ve sat here for 8 
hours, waiting — at least on my part — to get to the meat of this 
hearing, which is some explanation from the people who were 
charged with the responsibility of management, of how we got 
where we are. 

You gentlemen would have us believe that there was an unprece- 
dented collapse in the real estate market and it was the sole cause 
of Silverado’s problems and the savings and loan fiasco. 

The change in oil prices, the Tax Act of 1986, which I voted 
against, I agree in part with all of that, but let me just, instead of 
addressing a question, make a suggestion. 

Some of the problems that we find ourselves faced with has re- 
sulted from other things, and that is, some unscrupulous develop- 
ers and managers of federally insured institutions engaged in fraud 
and deception and mismanagement and criminal wrongdoing. And 
maybe, just maybe, the process in the industry itself was funda- 
mentally flawed even if the actions that took place in Silverado or 
any other institution was totally consistent with the law. 

We are past the day, gentlemen, and you and I — I used to serve 
on a board of directors of an S&L. I was on a commercial bank 
board. I know just a little bit about how all this works. And the 
day has past where a developer rides by a piece of ground in your 
hometown somewhere and says, gee, that’s an attractive piece of 
property; I think I buy that and build x or y or z on it. I’ll negoti- 
ate with probably, historically, the longtime owner, I’ll get the 
cheapest price as possible, I’ll get a land loan from my local savings 
and loan plus carrying costs, engineering expenses, development 
fees and all of that, I’ll get appraisals based on when-built values, 
some very generous if not criminal, and that’s part of our mea 
culpa. 

The savings and loan makes a development, with interest over 
the expected development period, so the loan is never in default. 
It’s not reported that way by the examiners. The developer pays 
the savings and loan back its own money. It waits for inflation in 
the market impact of the development to increase the property 
that we started with. 
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Now, the only recourse is the market value of the property, 
which was grossly overstated in the first place. So federal insured 
institution was sharing the construction and the development and 
the marketing risks all at taxpayers’ expense, and all based purely 
on deposit insurance guarantees and the ability to raise the lever- 
aged Droker deposits and pay higher returns on certificates of de- 
posit and on savings rates that were justified in the market. 

That, in part gentlemen, is where we are, and that’s where we 
got or how we got, in part, where we are. I don’t know whether 
that was the case in Silverado. I don’t know whether you were a 
part of it. At 6:15 at night, we’re not going to find out in the next 
20 minutes and I, therefore, will yield back the balance of my time, 
and I think you once again, Mr. Chairman. 

The Chairman. Thank you, Mr. Parris. You’ve been in faithful 
attendance all day long. I agree with you; we’re not going to find 
out in 15 minutes, but I do think we have the unavoidable duty to 
keep the record clear. 

Mr. Vandapool, you were very critical of the regulators and even 
your version of the testimony given to us on the 22nd, I must say, 
was somewhat filtered through a rather prejudicialized — it was a 
question that bothered me. 

I asked it of the witnesses that appeared, the outside witnesses, 
and that had to do with the auditors that were hired. You would 
make us believe that Ernst was removed because they were begin- 
ning to bill you excessively. Mr. Wullschleger, who appeared before 
us under oath, from that accounting firm, stated here that the 
reason was that they had an 800% increase in the number of hours 
they were having to dedicate to your books at that particular 
period of spectacular growth. 

And that even at that, it’s true that in the jargon of the account- 
ing world they had what they called a statement that on the basis 
of the definition of that statement makes it look as if its clear, but 
actually it had a lot of caveats. The same thing with the firm after 
they were fired, Coopers & Lybrand. They also came through with 
a similar report, but which in real terms was not exactly a clean 
bill of health. 1 think you’ll agree to that. 

All of those were available to the regulators. They saw them. 
You would make it look as if the reason for discharging first firm 
was just based on a simple fact that they had suddenly increased 
exponentially their billings. But the truth was that the reason 
given was, the exponential increase in hours that Mr. Wullschleger 
reported to us when he appeared here. 

Your obiter dicta that here critics have been given a lot of prob- 
lems and holy tarnation to the firms that didn’t fire their auditors, 
but their situation was reversed. There, the auditors I recall in a 
couple of very prominent cases were auditors that even here one 
refused to testify, but who clearly had admitted that he had left 
the auditing firm and immediately thereafter was placed on the 
payroll at $900,000 by the firm in question involved Lincoln, Amer- 
ican Continental. 

We want to keep the record straight. It wasn’t a parallel situa- 
tion. 

Mr. Vanderpool. I have one comment, if it would be all right. 

The Chairman. Of course. 
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Mr. Vanderpool. Even though they said they said that the hours 
increased eightfold, Silverado didn’t grow eight times that year, sir. 
Ernst & Whinney had been auditing Silverado for 7 to 8 years 
prior to that. I think they had a good track record of what our 
asset mix was, what the size of our company was, and what was 
involved in the audit. I told you that the reason that we made the 
change was because they did increase their agreed upon fee by four 
times. 

The Chairman. That’s true, but it still doesn’t detract from the 
fact that they reported to us, under oath, that it was commensu- 
rate with their increased workload, not to compare it with a simi- 
lar rate of growth of Silverado though by S&L standards, it was 
very spectacular. It was a spectacular growth, and it was a nature 
of that growth that we’re trying to evaluate. 

As far as I’m concerned, I think we suspended judgment, but I 
think that we ought to be fair to the testimony that was given to 
us also equally under oath by the regulators and the accountants. 

Now, we have discovered that that’s been one of the aspects of 
the private sector’s contribution to the bad aspects of this demise of 
these institutions. I’ve pointed out to one, but we had cases clearly 
demonstrated here, where the accountants, like lawyers, were 
shopped around for and one of the head managers of one of the 
principal accountants, I think it was — if not one of the principal ac- 
counting firms, testified that he had very bitter altercation with 
this one individual 

Because they were not reporting what he felt that he wanted so 
then was when this particular individual in charge of that account 
left the firm and hired out to Mr. Keating at $900,000. 

Well, you know, that’s not the public sector. That’s the private 
sector so what we are noting is that we had a breakdown. 

We’re also seeking information and just seeing what possible 
manner of legislation can be drafted to address that situation in 
the private field and whether or not we have jurisdiction in this 
particular committee or not makes no difference. We are adducing 
evidence to show that it was a contributing factor. 

No question of that from the testimony we received since last Oc- 
tober. 

I think, yes, Mr. Lewis, I can see you are disappointed that you 
were not taken up on your offer or your bid but that was the old 
Home Loan Bank Board, was it not? 

Mr. Lewis. I believe it was the Federal Savings and Loan Insur- 
ance Corporation. 

The Chairman. Yes, FSLIC, under the old system, and if I re- 
member correctly, by that time, by the time your case came up 
they were under a contractual agreement with FDIC, were they 
not? 

Was not FDIC actually administering? 

Mr. Lewis. I don’t know that, sir. 

The Chairman. Well, I believe it was in 1989, in late January or 
early February that this arrangement was announced by the Home 
Loan Bank Board. They had inherent and residual power and they 
did so but the thing that I feel as an individual member and as 
Chairman of this committee is that the fundamental question, even 
though raised indirectly by your criticism of the arrangements that 
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were accepted, the bid of Ford in the case of the New Columbia, 
but that was part of all of those deals that this committee has been 
going into and intends to continue as long as it is able to because 
the fundamental question, I raised it even before this committee 
was organized, on January the 10th, 1989, in which I asked and I 
am still asking how could a quasi-Govemmental entity, Home Loan 
Bank Board, actually encumber the Treasury, commit the Treasury 
to better than $44 billion without going through the procedures? 

The President can’t. 

Congress can’t. We have to have an authorization and an appro- 
priation so that even though I have had very little response on that 
basic question I think until that is resolved we are not going to get 
anyplace in this country because it means that we have in effect 
short-circuited the Constitutional avenues and procedures. 

Of course it would have been great if you had been given this bid 
that they got. Why, how can you lose? You have got a guarantee of 
2.75 percent above the cost of funds. 

You have a ten year commitment made by the Home Loan Bank 
Board. During that ten years the gain to these institutions, some of 
which have come apart — some of those deals have come apart like 
Southwest and others — but even then for ten years on the basis of 
compound interest the range of guaranteed profit is in the millions, 
so I can see why you would be disappointed that you weren’t given 
that opportunity. You were not selected. 

However, we have to take the statement of the board in that deal 
as well as in others that they were doing it because that was the 
most economical and the utmost protection to the insurance fund 
so I don’t know how they evaluated you deal and how what you tell 
us consisted of a good integral deal might have actually been as- 
sessed by the board. 

At this point we do have notice of a recorded vote and I apologize 
to you but I also express our appreciation for your patience. 

We are going to go and give the members a chance to record 
their vote. 

[Recess.] 

The Chairman. The committee will come to order. 

The Chair is aware of the fact that OTS may not be making 
available to you the documentation, other evidentiary material 
that you maybe wanting to see. However, I have been given a 
memorandum, a copy of a memorandum, from you, Mr. Vandapool, 
to Mr. Wise, dated January 10, 1986, Subject, Your role, as I see it, 
in 1986. Now, you may or may not recall, if you do not, fine. 

But among other things, you have: (1 Strategic planning; (2) en- 
suring success; three, influencing progress; four, relating to stock- 
holders; five, managing regulators; (6) lending Silverado-Elektra; (7) 
Wall Streeting; and (8) reducing obstacles. 

And I am going to quote from that and see if your memory is 
refreshed or you can recall at all. 

“You change our current Board of Directors situation to improve 
efficiency and response time, an to reflect reality. Let us admit it. 
The board is a legal necessity. But you and Jim control the compa- 
ny, and you control the directors (human nature). You know it and 
they know it. But I do not believe any of them appreciate the risks 
of that reality. If they did understand the magnitude of the poten- 
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tial liability (with or without $6 million of D and O coverage) inher- 
ent in their rubber-stamping directorships, will they really settle 
for $10,000.00 to $20,000.00 per year? They should not run the risk 
and we should not let them run the risk.” 

Do you remember writing that memo? 

Mr. Vandapool. Oh, yes, sir, I remember it very well. 

The Chairman. Well, your description here of a rubber-stamp 
Board of Directors — 

Mr. Vandapool. Can I direct my answer to that? 

The Chairman. Oh, yes, sir. That is what I want. I want you to 
enlarge and explain. 

Mr. Vandapool. First of all, you have to understand that Mr. 
Wise was in the process of looking at opportunities to expand our 
board, Mr. Gonzalez, to bring in outside expertise to augment the 
capabilities of the Board. He was looking at opportunities to in- 
crease the number of meetings from quarterly to monthly or even 
more often than that. And I was telling him in a tongue-in-cheek 
way that I agreed with what he was doing. 

I think Mr. McCormally, who brought that letter to your atten- 
tion at the least hearings, knew that it was done in jest, and I 
think you should know that Mr. Wise did increase the size of our 
board and did increase the number of meetings that we had, and 
also increased the board’s overall awareness of their responsibil- 
ities. 

The Chairman. You are saying that all of this was in jest? 

Mr. Vandapool. I am saying that it was a tongue-in-cheek effort 
to endorse what he was doing. 

The Chairman. Well, actually, this memo was brought to my at- 
tention by the Staff. 

Mr. Vandapool. Mr. McCormally referred to it at the hearings 
in May. 

The Chairman. I see. OK. 

Mr. Vandapool. I think you saw that the Board of Directors of 
Silverado Banking was everything but a rubber-stamp Board of Di- 
rectors at the hearings in May. They were vital, interested, hard- 
working, dedicated, from my point of view probably the most effec- 
tive board that I have seen in any financial institution. 

The Chairman. Mr. Wise, in June of 1986, SFC Holding Compa- 
ny loaned you and Mr. Metz a total of $3,991,500.00. Of that, I 
think your portion was $1,450,000.00; Mr. Metz’s was $2,541,500.00, 
on very favorable terms: unsecured five-year notes with interest 
payable quarterly, with interest at 1 percent above the prime rate. 
And in addition, I believe, at yours and Mr. Metz’s option, the due 
date of the notes could be extended up to five years, and the inter- 
est payments could be deferred for up to four quarters, which I 
think by all definitions are very favorable terms. 

Now, it is our understanding, and you correct us if we are wrong, 
you and Mr. Metz used major portions of your respective loan pro- 
ceeds to pay off prior indebtedness each of you had with other in- 
stitutions. These prior debts were in arrears at the time you ob- 
tained the holding company loans. You never paid interest on the 
holding company loans, which are now in default due to yours and 
Mr. Metz’s inability to repay the loans. 
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Documentation supporting the loan underwriting is not avail- 
able, nor is there a record of approval by the holding company 
Board of Directors. 

Is our understanding correct, that you and Mr. Metz never paid 
interest on those loans and the $4 million is now in default? 

Mr. Wise. Well, Mr. Chairman, let me say first that you are 
asking me about a transaction that occurred four years ago. 

The Chairman. Yes. 1986. 

Mr. Wise. And I have not, as I indicated in my opening remarks, 
had the records of that transaction available. 

However, I am aware and acknowledge that I borrowed approxi- 
mately $1,450,000.00 from the holding company. And a portion of 
those proceeds was used to pay off a loan at Cherry Creek National 
Bank. However, that loan was not in arrears. It never had been in 
arrears. And it was not in arrears at that time, nor was it due at 
that time. 

The Chairman. I see. 

Mr. Wise. My loan from the holding company currently is in de- 
fault. I have been attempting without success for the past year and 
a half to work with the FDIC or the attorneys representing the 
FDIC to renegotiate payment of that loan. So far, we have been un- 
successful in that effort. 

The Chairman. Well, I recognize the date, 1986, and also — well, 
it was exactly 4 years ago this month of June. 

Mr. Wise. Yes. 

The Chairman. So I guess we would also, in all fairness to every- 
body concerned, we would have to evoke the environment at that 
time, which was before the break, as I remember, of the markets 
and everything else. 

Mr. Wise. Yes. 

The Chairman. Well, I have a couple of other questions, but I 
will submit those in writing. The hour is late. 

I recognize Mr. Hiler, who is here and holding up the Minority 
ends of things. And as I understand it, Mr. Hiler, you will also be 
offering ■ some questions on behalf of the Ranking Member, Mr. 
Wylie? 

Mr. Hiler. That is correct, Mr. Chairman r with unanimous con- 
sent I would like to do that. 

The Chairman. Yes, sir. Without objection, so ordered. And you 
are recognized. 

Mr. Hiler. Thank you, Mr. Chairman. 

Mr. Chairman, I have not been here through the day, of course, 
as is known. And so I am not an expert as to what the testimony 
has been today. But I do have a few questions, and I will be fairly 
brief. The hour is late, and I know the witnesses have been here for 
quite a while, and met certainly an endurance contest. 

These are questions that the staff has prepared, so if it sounds 
like — if you don’t disagree with the tone of the question or some- 
thing, feel free to just say, gosh, that’s not the way it is all, OK, 
and it won’t hurt me at all. 

Mr. Wise, apparently the OTS in a proposed notice of charges 
against indicated that Silverado’s holding company was formed as 
a subterfuge to make loans to you and Mr. Metz. 

Any response? 
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Mr. Wise. That wasn’t the case. The holding company was 
formed for the express purpose of making more efficient the proc- 
ess of raising capital for the institution and allowing the proceeds 
from capital raising efforts that occurred in the holding company 
to be invested in Silverado banking on a common equity basis. 

At the time it was regarded as a very efficient means of raising 
capital for institutions in an environment which has been discussed 
at some length today where it was very difficult to raise capital. 

Mr. Hiler. Thank you. Were there loans from the holding com- 
pany made to you and Mr. Metz? 

Mr. Wise. Yes. I previously — 

Mr. Hiler. Are those the loans that the Chairman was referring 
to? 

Mr. Wise. Yes, it is. 

Mr. Hiler. And those were loans that the institution itself would 
not have been able to make, is that correct? 

Mr. Wise. The loans were from the holding company. 

Mr. Hiler. Right, but the S&L itself could not have made those 
loans to you in that amount, could they have? 

Mr. Wise. I believe that is correct. 

Mr. Hiler. OK, thank you. Also I am told that, and this is a 
question really directed at all three of you, in 1986 there were 
some performance bonuses paid based on some financial statements 
that were prepared by Coopers & Lybrand that were subsequently 
those statements were reversed or were changed in a fairly signifi- 
cant fashion. 

Were those bonuses then recovered back? Were they kept or are 
they loans or could you tell me what the status of those is? 

Mr. Lewis. The financial statements were never reversed. The fi- 
nancial statements were not incorrect. 

Coopers & Lybrand certified to the financial statements in Janu- 
ary 1987. They recertified to the financial statements again in I be- 
lieve July 1988 and under testimony here in May 1990 the partner 
in charge of the account once again affirmed that those financial 
statements were fairly stated. They have never been changed. 

Mr. Hiler. In the loan loss reserves area there — no changes were 
required to be made? 

Mr. Lewis. No, sir. 

Mr. Hiler. So the statements that Coopers & Lybrand made for 
1986 then held through subsequent audits by C&L? 

Mr. Lewis. That’s correct. 

Mr. Hiler. And how about the OTS? Have they had any state- 
ment on those or comment on those statements? 

Mr. Lewis. I am not aware of any comments on the statements. 

I know it is not their job to audit financial statements. 

Mr. Hiler. OK, thank you very much. 

Mr. Wise, could you tell me a little bit about your involvement 
with the U.S. League? 

Mr. Wise. Yes, I will. 

I was involved in the U.S. League throughout much of my 20 
year career in the savings and loan business, serving in a variety of 
capacities with subsidiaries of the U.S. League and ultimately 
served as a director and chairman of the Financial Institution's 
Marketing Association, which is a branch of the U.S. League. 
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I served on a number of committees and chaired some for the 
U.S. League. The latest of those was the legislative committee, 
which I did not chair but served on as a member. 

I served as chairman of the regulatory policy committee for the 
U.S. League. I served on its Board of Directors and as a member of 
its Executive Committee. 

Mr. Hiler. Back at the fime of the recapitalization effort, were 
you involved with some of those efforts on behalf of the League and 
the lobbying on that bill? 

Mr. Wise. Could you help me with which recapitalization effort? 

Mr. Hiler. The 1985 through 1987 recapitalization, the one that 
started in 1985. 

Mr. Wise. Are you talking about the — 

Mr. Hiler. $15 billion. 

Mr. Wise. Five to fifteen billion. 

Mr. Hiler. Yes. Initially it was $15 billion in 1985 and 1986 and 
then it went down to $5 and then it came back to what? — 11.8 I 
think was the figure. 

Mr. Wise. Yes. Yes, I was a member of the legislative committee 
of the U.S. League at that time. 

Mr. Hiler. Obviously I presume you were lobbying as everyone 
else was, most everyone else in the League was, for saying that, 
you know, $5 billion was more than adequate. 

Where did the U.S. League go wrong in that estimate? 

Mr. Wise. I think everybody’s estimates have turned out to be 
wrong in this situation. 

1 think the U.S. League’s position was based on estimates and ex- 
pectations which seemed reasonable to the people involved at the 
time and reasonable people can differ as to what the number 
should be. 

As it turned out, the debate between $5 billion or $15 billion 
which was hard-fought at the time and hotly-debated and lots of 
press and other institutions and organizations focused on it, it 
turned out to be a debate about an insignificant portion of the 
overall problem. 

Mr. Hiler. Well, that’s true in 1990 but if you went back to 1985, 
and then we went for a couple years where the money was not pro- 
vided so lots of institutions continued to operate and losses contin- 
ued to build and actions continued to be taken that have increased 
the total size of the correction. 

So the fact that it took a period of a couple years to finally get 
something passed probably has amplified the degree of the problem 
today. 

Mr. Vanda pool — this is the last question, Mr. Chairman — I know 
that the bells have rung — could you tell me a little bit about the 
quid pro quo program of Silverado? 

Mr. Vandapool. I’d be glad to. 

I think the best way for you to understand the quid pro quo pro- 
gram is to understand that it was a concept that we copied, if you 
will, from the Federal Home Loan Bank System. 

As you know, when member institutions borrow advances from 
the Federal Home Loan Bank System, they, first, have to pay com- 
mitment fees or fees up front. 
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Second, they have to pay the required yield over the cost of funds 
to the Federal Home Loan Bank. 

Third, they are required to purchase stock in the Federal Home 
Loan Bank, from the district from which they are borrowing. 

Our quid pro quo program if you will was not unlike that. We 
said, just like the Federal Home Loan Bank, we need something 
more, we need something extra in these kinds of transactions and 
so what we did then was on loans that we were involved with de- 
termine our fees and determine our yield and then we would deter- 
mine what that little something extra would be(, like the Federal 
Home Loan Bank in the form of the stock). 

We would sell as part of a transaction a piece of a trouble real 
estate project we owned, or we might sell a junior piece of the 
major loan pool, or we would sell in some cases subordinated de- 
bentures or stock subscriptions. 

Mr. Hiler. So essentially your testimony is your quid pro quo 
program is no different from what the Home Loan Banks do? 

Mr. Vandapool. The concept came from the Federal Home Loan 
Bank System, yes. 

Mr. Hiler. Why does OTS have a problem with it, then? 

Mr. Vandapool. I am not certain that I understand why they 
have a problem with that. 

Mr. Hiler. Now I have a statement here from the Office of 
Thrift Supervision talking about these performance bonuses. Once 
again, if we can just get back to that, this will be my last question. 

It says here that, Mr. Wise, in that year, you received a perform- 
ance bonus of $574,000 but subsequently, Silverado was shown to 
have incurred a net loss for the year. Is that correct? 

Mr. Wise. The audited financial statements, if you’re referring 
to — are you referring to the year 1986? 

Mr. Hiler. Yes, sir. 

Mr. Wise. The audited financial statements for that year as pre- 
pared by Coopers & Lybrand showed a net income of approximate- 
ly $15 million in that year. 

Mr. Hiler. Obviously, we have a little difference of opinion here 
between the OTS and C&L, I guess. We’ll have to get to get to the 
bottom of that. 

Mr. Chairman, I yield back. 

The Chairman. The Chair will announce again, apologetically, 
that there are two members that have questions that they feel 
properly should be asked while we have the witnesses here. So, 
we’re going to recess for less than ten minutes in order to go record 
this vote. We’re in a parliamentary procedural situation on the 
House floor that’s calling for some of these rapid amendments. So, 
we will have enough time to come back and recognize at least two 
members until we get the next set of bills in. By then, hopefully, 
we can release the witnesses who have been so patient. So, we’ll be 
recessed for enough time to record the vote. 

[Recess.] 

The Chairman. The Committee will come to order. Mr. Hoag- 
land? 

Mr. Hoagland. Thank you, Mr. Chairman. Mr. Chairman, I have 
some questions for Mr. Wise. 
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Let me try and start at the beginning, Mr. Wise, in terms of Sil- 
verado’s relationship with Neil Bush, the son of the President, be- 
cause I know a lot of us are interested in getting to the heart of 
those transactions, and let the chips fall where they may. I think a 
lot of us feel that it’s very important, as we consider the lessons of 
the S&L crisis, to be able to look at individual cases and see what 
they teach us. 

Let me ask you first — when you were chief executive officer of 
Silverado, who first suggested that Neil Bush be made a member of 
your board? 

Mr. Wise. To the best of my recollection, it was my idea. 

Mr. Hoagland. All right. Now, was it your idea to invite him to 
be a member of the board? 

Mr. Wise. Yes. 

Mr. Hoagland. And why did you do that? He was 29 years old at 
the time, I assume of limited experience with financial institutions. 

Mr. Wise. We were, at the time, seeking to increase the number 
of directors on our board, as has been previously testified. We were 
seeking, frankly, some younger people to begin service on the board 
in hopes that over a period of years, they would become excellent 
members of our board. 

Mr. Hoagland. Was there any specific reason involving Mr. 
Bush personally that made you think of him? 

Mr. Wise. Yes, there was. 

Mr. Hoagland. And what was that? 

Mr. Wise. Neil was highly regarded in Denver, Colorado. He was 
a participant in a number of community activities in which he had 
held prominent positions and had performed well. He was widely 
regarded as an up and comer, someone who was going to make a 
contribution not only in business, but in the community, and we 
felt that, from that perspective, it made him an excellent candi- 
date. 

Mr. Hoagland. And his father was Vice President at the time? 

Mr. Wise. That is correct. 

Mr. Hoagland. Did that factor into your decision in any respect? 

Mr. Wise. It wasn’t unknown to me, but we made the judgment 
based on Neil as a human being, and his own record, and the possi- 
bility that that record would be enhancing as the years went along. 

Mr. Hoagland. Now, two of your preferred shareholders had 
business relationships with Mr. Bush at the time, did they not? 

Mr. Wise. Yes, that’s true. 

Mr. Hoagland. Mr. Walters and Mr. Good? 

Mr. Wise. Yes. 

Mr. Hoagland. Now, did you know of those business relation- 
ships when you invited Mr. Bush to be on the board? 

Mr. Wise. No, I did not initially. 

Mr. Hoagland. When did you find out about them? 

Mr. Wise. Neil Bush told me about them. 

Mr. Hoagland. And what did he tell you? 

Mr. Wise. He told me that he had a business relationship with 
Mr. Walters and Mr. Good based on their investments in his com- 
pany. 

Mr. Hoagland. All right. Did he indicate to you when those in- 
vestments had taken place? 



132 


Mr. Wise. I don’t recall that he did. 

Mr. Hoagland. Did he indicate to you the amount of the invest- 
ment? 

Mr. Wise. Not that I recall. 

Mr. Hoagland. Were you aware specifically at the time of the 
$100,000 loan that Mr. Good made to Mr. Bush in 1984, the one 
that carried no interest rate, and the one that was to be forgiven if 
the money were lost in a speculative venture? 

Mr. Wise. I do not believe I was. 

Mr. Hoagland. When did you first learn of that? 

Mr. Wise. My best recollection is that from these hearings. 

Mr. Hoagland. Oh. From these hearings? 

Mr. Wise. Right. 

Mr. Hoagland. You mean just within the last few months? 

Mr. Wise. Right. 

Mr. Hoagland. But not before January 1989, for instance? 

Mr. Wise. Not to my recollection. 

Mr. Hoagland. But you did know that there wets a business rela- 
tionship between Mr. Walters and Mr. Bush, and Mr. Good and Mr. 
Bush, but you didn’t know the specifics? 

Mr. Wise. I understood that the relationship involved a passive 
investment by Mr. Good and by Mr. Walters in Mr. Bush's busi- 
ness. 

Mr. Hoagland. All right. 

Now, you sent a letter, didn’t you, dated July 15, 1985 to the pre- 
ferred stockholders? 

Mr. Wise. Concerning? 

Mr. Hoagland. Concerning Mr. Bush, the fact he was about to 
join the board of directors? 

Mr. Wise. With all due respect, I haven’t seen the records, as I 
indicated in my comments. May I see the letter. 

Mr. Hoagland. You mean your testimony is you have not re- 
viewed this letter of July 15 1985 in preparation for your testimony 
here today? 

Mr. Wise. I’m not going to discuss anything I did in preparation 
for these hearings. 

Mr. Hoagland. Now, your attorney just whispered something in 
your ear, right? Is that nght? 

Mr. Wise. That's correct. 

Mr. Hoagland. Now, how many hours did you spend preparing 
for these hearings, Mr. Wise? 

Mr. Wise. Several. 

Mr. Hoagland. Several. And you know that Mr. Annunzio read 
this letter publicly at the last hearing we had on this matter. You 
know that, don’t you? 

Mr. Wise. No, I don’t. 

Mr. Hoagland. You did not review a transcript of Mr. Bush’s 
testimony, of his prior testimony, before 

Mr. Wise. No, I did not. 

Mr. Hoagland. You did not review this letter dated July 15, 
1985 before testifying here today? 

Mr. Wise. No. 

Mr. Hoagland. Well, let me read the letter to you. Mr. Chair- 
man, I hope we have time for this. 
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The Chairman. If the gentleman would yield, we’re under time 
constraints, and this letter is not from Mr. — isn’t it from Metz? 

Mr. Hoagland. It is from Mr. Wise, Mr. Chairman, and it is to 
the preferred shareholders, and it deals with the understanding 
that they had with Neil Bush about matters he would vote on and 
would not vote on. 

The Chairman. Yes. That was read into the record. 

And also it was pointed out at the time it was read into the 
record, I think I made the point, that it was addressed to non- 
voting, that is, this letter was addressed to members that could not 
vote on the appointment of Bush; is that not correct? 

Mr. Wise. That is correct. 

The Chairman. I see. So I think that, I do not want to detract 
from the gentleman’s emphasis on that, but I think that, since we 
are so constrained on time, if the gentleman could make the point 
and ask Mr. Wise to comment on the point the gentleman is wish- 
ing to make. 

Mr. Hoagland. Let me, Mr. Wise, you have a copy of the letter 
in front of you, do you not? 

Mr. Wise. I do now, yes. 

Mr. Hoagland. All right. And your testimony is you have not 
seen that in the last 6 months? 

Mr. Wise. I do not recall seeing that letter. 

Mr. Hoagland. OK. 

Mr. Wise. I would like, for the record, Mr. Chairman, to make 
clear that I am excluding from my testimony any conversations I 
may have had with counsel in preparation for this testimony. 

Mr. Hoagland. Well, let me tell you, Mr. Wise, I just find it 
quite incredible that you would have spent hours preparing for this 
testimony and not have read the only letter that has been read 
into the record in these proceedings so far. 

But in any event, let me read pertinent portions of the letter: 

“Dear Preferred Stockholder: We have been talking with Neil 
Bush about joining the Board of Directors of Silverado. You may 
know Neil as head of JNB Exploration and/or as son of Vice Presi- 
dent George Bush. We believe Neil would be an asset to our board, 
and both he and Silverado are interested in pursuing a relation- 
ship. 

‘^However, in reviewing Neil’s business relationships, we have 
learned his business interests include business associations with 
Bill Walters and Kenneth M. Good, both of whom, like you, are 
holders of preferred stock in Silverado.” 

Then the letter goes on to say: “Our attorneys have reviewed 
Neil’s business relationships and are satisfied that his relationships 
would not create any legal conflicts of interest. 

“For his part, Neil has agreed to abstain from any board consid- 
erations regarding Silverado’s relations with Mr. Walters or Mr. 
Good; and Neil has further agreed he will not participate in any 
board actions relating to Silverado’s preferred stock or preferred 
shareholders.” 

Do you recall that letter now? 

Mr. Wise. Yes. 

Mr. Hoagland. And you evidently had discussed this arrange- 
ment whereby he would abstain from board considerations of mat- 
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ters involving those two gentlemen before the letter was written, 
right? 

Mr. Wise. Yes, that is what the letter says. 

Mr. Hoagland. So do you have any independent recollection oi 
having discussed things like that with Mr. Bush? 

Mr. Wise. No, I do not. 

Mr. Hoagland. All right. 

The Chairman. The time of the gentleman has expired. And the 
Chair will recognize Mr. Kanjorski for up to about five minutes. 

Mr. Hoagland. Thank you, Mr. Chairman. 

The Chairman. So we will have a chance to go and register a 
vote, and dismiss the witnesses. 

Do you have any imperative questions that must be asked at this 
point? OK. All right. 

Mr. Kanjorski. 

Mr. Kanjorski. Mr. Wise, first I would like to ask you, prior to 
1980, could you tell us approximately what your net worth was? 

Mr. Wise. Prior to 1980? 

Mr. Kanjorski. Yes. 

Mr. Wise. I do not have a recollection, but generally it was very 
modest. 

Mr. Kanjorski. Well, you are not of independent wealth, are 
you? 

Mr. Wise. No, I am not. 

Mr. Kanjorski. And you worked in the savings and loan indus- 
try as an executive or something? 

Mr. Wise. That is correct. 

Mr. Kanjorski. And the highest salary you obtained at that 
period of time was what? 

Mr. Wise. What period of time, sir? 

Mr. Kanjorski. Before and up to 1980, your highest yearly 
salary. 

Mr. Wise. I am just recalling, but I would suspect in the neigh- 
borhood of $60,000.00. 

Mr. Kanjorski. All right. And then you became CEO, what, in 
1984? And between 1980 and — 

Mr. Wise. No. 

Mr. Kanjorski. When did you? 

Mr. Wise. I became Chief Executive Officer of Silverado in 1979 

Mr. Kanjorski. OK. In 1979. Then what were you paid as Chiei 
Executive Officer? 

Mr. Wise. My recollection is about $55,000.00. 

Mr. Kanjorski. And during the years 1981, 1982, 1983, 1984 
what did your salary go up to? 

Mr. Wise. I do not have a recollection — 

Mr. Kanjorski. Rough, I just want rough figures. Did it go from 
$75,000.00 to $300,000.00 or $500,000.00? 

Mr. Wise. No. No. 

Mr. Kanjorski. OK. Now, in 1986, what was your net worth? 

Mr. Wise. My net worth in 1986? 

Mr. Kanjorski. Yes. 

Mr. Wise. I am guessing at this point. I have not prepared foi 
that question. But I would say approximately $2.5 million. 
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Mr. Kanjorski. And where did you get this $2.5 million from, if I 
may ask? 

Mr. Wise. Primarily in Silverado stock. 

Mr. Kanjorski. OK. It was valued on stock. 

Mr. Wise. Right. 

Mr. Kanjorski. And why was that $2.5 million; what stock did 
you buy? 

Mr. Wise. When I joined the company in 1979 I was granted 
stock options and I exercised those options and I borrowed funds to 
purchase the stock. 

Mr. Kanjorski. OK. 

Mr. Wise. Over time, the stock increased in value, and that was 
the basis of most of the net worth. 

Mr. Kanjorski. And somewhere in 1984-1985, you realize that 
there were a lot of loan losses occurring here, and that I think your 
ratio went down to 2 percent of capital in Silverado, was it not, Sil- 
verado’s percentage of equity, about 2 percent? 

Mr. Wise. In what time period? 

Mr. Kanjorski. About in 1984, 1985, 1986. 

Mr. Wise. I do not recall. 

Mr. Kanjorski. You know, it is an interesting thing here. In 
1986, December, you entered into a transaction to purchase $14 
million worth of preferred stock from an insider, a major stock- 
holder, and you paid $3 million for it. So you had some inside infor- 
mation the stock was only worth maybe about 25 cents on a dollar; 
is that correct? 

Mr. Wise. Not so. There were other circumstances surrounding 
that. 

Mr. Kanjorski. You mean it was really worth $14 million at the 
time that you bought it? 

Mr. Wise. I do not know. There was not a market for the stock, 
which is one reason why the price was negotiated as it was. Mr. 
Good, in previous testimony, has testified at length to the circum- 
stances surrounding that stock purchase. 

Mr. Kanjorski. It was a pretty good deal, though, because you 
only had to put $100,000.00 cash in and then you had a note for 
$2.9 million. Right? So it really did not matter to you, as long as 
the stock was worth $100,000.00, you were not going to lose any- 
thing, right, on $14 million worth of stock? 

Mr. Wise. I did not have control of $14 million in stock. 

Mr. Kanjorski. It was not worth $14 million? 

Mr. Wise. It was previously, some of that stock was previously 
encumbered. 

Mr. Kanjorski. But an interesting thing is that then you turned 
around and pledged that stock on Mr. Good’s behalf for a loan from 
your own savings and loan, for a $1.5 million loan. 

Mr. Wise. Explain that, please. 

Mr. Kanjorski. Well, as I understand, you bought the stock for 
$3 million; you gave $1,000.00 in cash, $2.9 million in promissory 
notes, and then $1.5 million is pledged to Silverado on behalf of the 
company owned by Good. 

Mr. Wise. I do not follow that transaction. I do not recall that 
kind of a transaction. 
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Mr. Kanjorski. You're not aware of the purchase in stock of $3 
million? 

Mr. Wise. I am aware of purchasing the stocks from Mr. Good. 

Mr. Kanjorski. And you are aware of the $2.9 million promisso- 
ry note? 

Mr. Wise. To Mr. Good. 

Mr. Kanjorski. OK. Are you aware of the fact that there was 
then transaction to Mr. Good of a million and a half dollar loan? 

Mr. Wise. No, I don’t know what you are talking about. 

Mr. Kanjorski. You don’t? 

A company owned by Mr. Good never borrowed a million and a 
half dollars from Silverado at the precise same time? 

Mr. Wise. No, sir, with all due respect, I don’t recall that. 

Mr. Kanjorski. Do you recall that any of the goods were pledged 
to Sandia Savings and Loan? 

Mr. Wise. Those were previously pledged by Mr. Good. 

I bought the stocks subject to his previous pledge of the collateral 
to Sandia Savings and Loan. 

That was one of the reasons the price was low. 

The Chairman. The Chair will advise that we are approaching 
less than four minutes and therefore must recommend that we 
submit these questions in writing to the members of the panel and 
thank the members of the panel for their patience and consider 
you for the purposes of this hearing as having completed the hear- 
ing. 

We will have members submitting questions in writing. 

You will get a copy of the transcript of these proceedings for 
your revision and also it will give you time to address the questions 
that may be submitted in writing. 

Again, thank you very much. 

The committee standls adjourned until further call of the Chair. 

[Whereupon, at 7:38 p.m., the hearing recessed, to reconvene at 
the call of the Chair.] 
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OPENING STATEMENT 07 HENRY B. GONZALES, CHAIRMAN 
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS 

HEARING ON SILVERADO BANKING, 8AVIMG8 AND LOAN ASSOCIATION 
JUS# 19, 1990 

This morning we open phase two of this Committee's inquiry into thi 
operation, regulation and failure of Silverado Banking, Savings and Loan - 
part of a continuing effort to determine the causes of the savings and loai 
crisis and to make certain we have safeguards in place to prevent anothe: 
financial catastrophe. 

With the exception of the witness from MDC Holdings, all the witnesses 
appearing today required subpoenas to obtain their testimony. This includes 
Kermit Mowbray, the former President of the Topeka Home Loan Bank and thi 
principal supervisory agent over Silverado, and his chief supervisor, Tommi< 
Thompson. Both men declined the Committee's invitation to appear at the Ma: 
22 hearing — marking the first time in my memory that former employees o: 
a Federal financial regulatory agency refused to cooperate voluntarily wit! 
a Banking Committee inquiry. 

Four of the witnesses appearing here today — former officers anc 
directors of Silverado — have signed consent orders issued by the Office oj 
Thrift Supervision prohibiting them from working for a Federally- insurec 
financial institution again without prior regulatory approval. They an 
Michael Wise, former chairman and chief executive officer; James Metz, forme] 
director and majority stockholder; Richard K. Vandapool, former vice chairmai 
and chief operating officer; and Robert M. Lewis, former vice chairman anc 
chief financial officer. 

The OTS action — including a pending case against another director, 
Neil Bush — has thrown a bright spotlight on the obligation of boards o] 
directors to meet their fiduciary responsibility. This responsibility ii 
critical to the safety and soundness of any institution and it is the first 
line of defense against raids on the insurance funds and the taxpayers. 
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This institution was honeycombed with insider abuse — preferential 
loans to senior officers; excessive compensation of officers? circumvention 
of insider loan limits through holding company manipulations? and conflicts 
of interest that clearly left the best interests of Silverado far behind. 

In addition, the board of directors approved a wild series of self- 
financing mechanisms — land for stock; inflated loans with the surplus used 
to buy stock in Silverado; and the sale of participations in a pool of bad 
loans. 

This creative financing came against a backdrop of unbelievable growth 
for Silverado during the early and mid 1980’s — growth that was to 
ultimately cost the insurance fund and the taxpayers dearly — a billion 
dollars at a minimum. 

It was all part of the Great Deregulation Scam of the 1980's — a scam 
begun in the Reagan White House and gladly joined by the Congress and state 
legislatures. 

The mixture of deregulation with lax supervision has proven the most 
costly and most volatile mixture in our financial history. 

Silverado's management — like savings and loan managements in all too 
many places — saw the new Government policy as an open invitation to roll 
the dice with other people's money — the taxpayers' money. The Supervisors 
clearly lacked the ability or the will to keep up with this new and dizzying 
world. As a witness from the Office of Thrift Supervision told us last 
month: "...it is obvious that Silverado's board and management merely paid 
lip service to the serious warnings given by the FHLB of Topeka examiners..." 

Even after everyone was in agreement in 1988 that the institution was 
dead, it was kept open and remained a continuing drain on the insurance fund. 

In August, 1988, the Colorado Savings and Loan Commissioner had all but 
sounded the death warning when he told Silverado it would have to raise $62 
million dollars of new capital or face a closure order. When he moved to 
enforce the order in October, the Federal Savings and Loan Insurance 
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Corporation in Washington hurriedly requested a two-month delay. Finally on 
November 9, 1988 — a day after the national election — the Principal 
Supervisory Agent , Mr. Mowbray , submitted a formal recommendation that 
Silverado be placed into receivership. The receivership became effective on 
December 9. 

This Committee has yet to receive a complete and satisfactory 
explanation about the regulators' hesitation that delayed the closing. In 
fact, the examination begun in late 1986 provided conclusive evidence of 
unsafe and unsound conditions at Silverado. Yet, it was not until December 
1988 that definitive action was taken. Silverado's fortunes did not improve 
in the interim, and this means that additional losses were chalked up to the 
insurance fund. Nothing has been more costly than regulatory hesitation 
through the entire savings and loan crisis. 

Our first panel this morning is composed of Kermit Mowbray, former 
president, Federal Home Loan Bank of Topeka, and Tommie Thompson, former 
District Director, Office of Thrift Supervision, Topeka. 
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OPENING STATEMENT OF THE 
HONORABLE FRANK ANNUNZIO 
HEARING ON SILVERADO BANKING 
TUESDAY. JUNE 19. 1990 

When we last visited Silverado, Neil Bush, a former director of that failed 
savings and loan, and the son of the President of the United States, was 
testifying before this Committee. You may remember that the day prior to 
Mr. Bush’s appearance, officials from the Office of Thrift Supervision testified 
that Mr. Bush had voted for, or helped obtain, loans in the amount of 
$106 million from Silverado for a partner in Nr. Bush’s business. Every dollar 
of those loans went into default. And that is one of the reasons why the 
American taxpayers may well suffer a loss of up to SI billion in connection with 
Silverado. 

Mr. Bush established a new legal precedent when he appeared before the 

Committee in defense of his activities in connection with loans to one of his 

partners. Mr. Bush argued that the partner, Mr. Kenneth M. Good, was not really 
a partner. Mr. Bush argued that Mr. Good was a partner of his, but he was not 

a partner of Mr. Good. Thus, we have a new legal doctrine established by 

Neil Bush -- "Partnershipus Interuptus.” Translated from Latin, it means, N he’s 
my partner but l*m not his partner.* The Marx Brothers, the Three Stooges or 
even Yogi Berra could not come up with logic like this. 

There were some who bought Mr. Bush’s explanations. He portrayed himself 
as a victim of business conditions in Colorado. He was also portrayed as a man 
who was used by greedy insiders at Silverado. We must remember that the charges 
against Neil Bush are not a press vendetta or a political attack. Rather, they 
stem directly from proceedings and documents of the United States government. 
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Earlier this year, Neil Bush, along with other officers and directors of 
Silverado, were the subject of negotiations with the Office of Thrift 
Supervision. The purpose was to negotiate orders forever barring them from the 
banking business because of their violations of law. Including problem 
transactions involving insiders at Silverado. Five individuals agreed to be 
banned: Michael Wise, James Metz, Richard Vandapool, Russell Murray and 
Robert Lewis. 

Neil Bush refused to agree to an order. Neither he nor OTS has indicated 
whether there are any further negotiations or administrative action underway 
concerning his fitness to be associated with other federally insured financial 
institutions In the future. 

I would like to paraphrase from a draft OTS Enforcement Review Committee 
Resolution used in the Silverado negotiations. I want to point out once again, 
that these draft charges were not being made by the press, they were not being 
made by me, but they were being proposed by the government of the United States 
of America. And the last time that I checked, Neil Bush’s father was the head 
of that organization. Let me further point out that it was stated during 
Mr. Bush's appearance that he was merely an outside director who had no control 
or direction of the operations of Silverado. You m*y remember that a number of 
other outside directors appeared on the same panel with Mr. Bush. Is it just 
coincidence that none of those other outside directors have been the subject of 
enforcement actions by the Office of Thrift Supervision, while Mr. Bush has 
been? 

Well, let’s look at the record and find out. I will now paraphrase from 
the draft Office of Thrift Supervision charges in this case. 
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The Office of Thrift Supervision proposed charging that Wise, Metz, Hurray, 
Jacobs, and Nell H. Bush, willfully violated applicable law, engaged or 
participated in unsafe or unsound practices In connection with the management 
of Silverado or willfully breached their fiduciary duty to Silverado. 

OTS proposed claiming that Silverado suffered substantial financial loss, 
and that Wise, Hetz, Hurray, Jacobs, and Neil H. Bush, received financial gain 
by reason of such conduct. 

Finally, OTS proposed concluding that the conduct of Wise, Hetz, Hurray, 
Jacobs, and Neil H. 8ush, involved personal dishonesty, or demonstrated a willful 
or continuing disregard for the safety or soundness of Silverado. 

Let me also paraphrase part of the specific draft charges by the Office 
of Thrift Supervision proposed against Neil Bush. And let me remind Hembers that 
the Office of Thrift Supervision, formerly the Federal Home Loan Bank Board, has 
been under Republican control for nearly the past ten years. This is clearly 
not an agency designed to make political hay by going after the son of the 
President of the United States. 

I will now paraphrase from part of the proposed summary of the count 
relating to Neil Bush. 

OTS proposed charging Bush, as a director of Silverado, with voting to 
approve loans to his partner Walters or to entitles Walters owned or controlled. 

Bush, OTS proposed charging, was a beneficiary of a $900,000 line of credit 
approved by the board of Silverado to be used by an entity controlled by Good 
for the benefit of the partnership. This of course, was the famous JNB 
Exploration "partershipus interuptus." OTS proposed charging that Bush failed 
to disclose to the other Silverado directors his own business interest in the 
$900,000 line of credit. 
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OTS proposed that Bush also failed to make material disclosures during the 
Silverado board of directors’ deliberations that resulted in his partner Good 
paying $3 million and being relieved of obligations of more than $11 million. 

OTS proposed conclusion was that Neil Bush violated his fiduciary duty to 
Silverado and obtained personal benefit as a result. 

As I said earlier, Mr. Bush has not agreed to voluntarily go along with 
the action sought by the Office of Thrift Supervision. He clearly believes he 
has done no wrong. I would note that five other people Involved in Silverado, 
including some of Bush’s fellow directors, have agreed to the penalties. 

On January 23, the Office of Thrift Supervision announced that a decision 
of whether to bring charges against Neil Bush was expected "within ten days." 

Five months have passed and no announcement has been made. 

I am calling on the Office of Thrift Supervision to lift the veil of 
secrecy which shrouds this matter. If it has brought charges against Neil Bush, 
it should make those charges public. No law or regulation prevents the agency 
from revealing the charges. There is no institution to protect from runs by 
nervous depositors. 

Silverado has already failed, at a cost of $1 billion to the taxpayer. 
If charges have been brought, the agency should put them on the public record, 
and open its hearing on the charges to the public, just as its regulations permit 
it to do so. 

And If no charges have been brought against Neil Bush, and the 
investigation is closed, the agency should say so. 
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Serious charges have been leveled against Neil Bush. He denies the 
charges. I would like to propose a question to OTS Oirector Ryan, and even to 
Attorney General Thornburgh. Is that the end of the case? That the taxpayers 
are going to have to pick up a SI billion tab without ever knowing whether Neil 
Bush was right or wrong? 

Mr. Chairman, why hasn’t there been further action on this case? Why 
hasn't the United States given the taxpayers and Nell Bush their day in court? 
The charges against Neil Bush are serious and he has vigorously defended himself. 
He appeared before the Committee voluntarily and in a public hearing. I trust 
that if the OTS has brought charges against him, that he is willing to allow the 
hearings on the charges to be public hearings. If Neil Bush is Innocent as he 
claims, then he should be glad to allow the public to see and hear him put on 
his defense. 

Having said all that, let me ask one final question. Can any agency of 
the United States fairly and impartially investigate the son of the President 
of the United States? 
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Statement of Congressman 
Cliff Stearns 

Committee on Banking, Housing and Urban 
Affairs 

Thank you Mr. Chairman. 

Today we begin our third hearing on the 
closing of Silverado Banking, Savings and 
Loan Association. I suspect that the 
problems and questions plaguing Silverado 
are not unigue to this particular institution. 

In fact, the committee could, in all 
probability, spend many months investigating 
similar institutions that have run aground 
and have, therefore, burdened the taxpayer 
with the cost of rescuing them. 

We have already heard from a number of 
witnesses in connection with Silverado. I 
earnestly hope that the witnesses the 
committee hears from today, who have been 
connected with this institution, will come 
forth and give us a clear and detailed account 
into the operations and decision making 
processes of this institution. 

I am also very interested in hearing from the 
auditors and federal regulators, whose 
specfic responsibility it was to monitor and 
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enforce regulations that pertained to 
Silverado and other thrift institutions. 

Mr. Chairman, these hearings have been 
educational and necessary. I commend you 
for having them and now look forward to the 
panels and their testimony. 
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OVBKVIgW OF 8ILVBRAD0 EAfflllKLt SKnUQM IMP LOAM ASBOCIATIOM 

Silverado Banking, Savings and Loan Association, 
headquartered in Denver, Colorado, was a state-chartered stock 
institution originally incorporated in 1956 under the name of 
Littleton Savings and Loan Association, Littleton, Colorado. The 
following year Littleton was granted approval for insurance of 
accounts and operated as a traditional hone mortgage lender. In 
the early 1960s Littleton Savings's was renamed Circle Savings 
and Loan. In the fall of 1970, Circle Savings was merged with 
Mile High Savings and Loan of Denver, Colorado, and renamed Mile 
High Circle Savings and Loan Association. In 1974, the 
institution was renamed Mile High Savings and Loan. 

In June of 1976, W. James Metz acquired 88% of Mile High's 
common stock and in 1981 named Michael Wise president. Metz 
executed the acquisition of Mile High by contributing certain 
mortgage loan servicing rights and all the outstanding stock of 
First American Mortgage Company. In March of 1980, the 
institution's home offices were relocated to Denver, and Mile 
High was renamed Silverado Savings and Loan Association. 

From its inception until the early 1980s, Silverado operated 
as a traditional thrift. However, in 1984 Silverado was 
transformed from a mortgage lender into a high growth institution 
with extensive investments in commercial construction projects 
and land development. Through a series of mergers and 
acquisitions, direct and indirect investments in risky 
construct ion\development projects, Silverado exploded into a $2 
billion institution. 

(During the early 1980s, Silverado grew 347 percent in a 
series of mergers and acquisitions, amassing $371 million in 
assets by 1983. In February of 1981, FHLBB approval authorized 
the merger of Security Savings and Loan Association, with $90 
million in assets, into Silverado. Subsequently, Silverado's 
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name was changad, to its present nans, Silverado Banking, Savings 
and Loan Association; the first savings and loan to use the tern 
banking in its name. In February 1983, Silverado acquired an 
additional $12.7 million in assets when it received approval from 
its Principal Supervisory Agent to merge with First Summit 
Savings and Loan Association. Later that same year, Silverado 
received approval from its Supervisory Agent to acquire four 
branch offices of Otero Savings and Loan Association, with assets 
totaling approximately $41 million. By merging with smaller 
institutions and acquiring branches of others, Silverado was able 
to increase its asset base approximately $144 million. 

In 1983, Silverado began aggressively pursuing investments 
in commercial property and land development. By December, 
Silverado had increased its portfolio of loans secured by 
multifamily and commercial properties to $100 million, up from 
$19 million one year prior. Additionally, Silverado's 
construction, land development, and land acquisition loan 
portfolio doubled to $42 million. Many of these loans were 
severely criticized by examiners. Independent appraisals, 
ordered by the Topeka Bank in conjunction with its August 1983 
comprehensive examination, led supervisors to concluded that loan 
underwriting was unsafe and unsound due to deficient appraisals. 
That year Silverado reported net income of $4 million, however 
this was due to $5 million on asset sales and $12 million in loan 
fees, and not from primary operations. 

Silverado again realized explosive growth in 1984, 
increasing total assets to $953 million, and increase of $582 
million. More than half of this growth, about 61 percent, was in 
commercial development and land acquisition loans. An additional 
$45 million was composed of net investments in and loans to 
service corporations or subsidiaries whose primary activity was 
land acquisition and development. Asset growth was facilitated 
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through a series of self-funding capital transactions, advances 
from the Federal Home Loan Bank of Topeka and brokered deposits. 
Silverado self-funded its capital in a series of transactions 
where a service corporation or a subsidiary would acquired real 
estate from a developer, with the developer's equity in the real 
estate being paid out in the form of Silverado preferred stock. 
Between September 1984 and April 1985, Silverado self-funded 
$39.5 million of its capital base. The institution raised 
additional funds through Topeka Bank advances and brokered 
deposits, $100 million and $112 million, respectively. In a 
special examination commenced August 2, 1984, examiners noted 
underwriting weaknesses, deficient appraisals and inadequate loan 
loss reserves. Examiners reported that the current loan loss 
reserve of $107,000 was inadequate considering Silverado's mode 
of operation and the probability of indicated losses from 
appraisal reports in process. 

Silverado continued to grow rapidly in 1985, again through 
heavy investments high risk construction\development projects. 

By concentrating 80 percent of its investments in these types of 
activities, Silverado grew 57 percent from the previous year. 

This year as in previous years, asset growth was funded through 
Topeka Bank advances and brokered deposits. Silverado was 
advanced $220 million from the Topeka Bank and raised $127 
million in brokered deposits through its money desk. Meanwhile 
Silverado was also accumulating a significant number of problem 
assets. During the year scheduled items quadrupled to $88 
million, approximately 6 percent of total assets. Moreover, real 
estate acquired through foreclosure escalated from $1.7 million 
to $17.7 million. Furthermore, based on independent appraisals 
obtained in conjunction with the prior examination, examiners 
concluded that two projects were overvalued by $6.1 million and 
that valuation allowances should be recorded to correct the 
discrepancy. Silverado was able to report a positive net income 
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of $8 million for the year, but the institution continued to rely 
upon loan fee income and gains on asset sales for profitability. 

[hiring 1986, Silverado's asset base grew an additional $300 
million, most of which was concentrated in 

construct ion\development loans and investments in subsidiaries 
engaged in real estate acquisitions and land development. 
Consistent with earlier practices, asset growth was funded by an 
increase of $123 million in Topeka Bank advances and $261 million 
in brokered deposits. By the end of 1986, commercial real estate 
and land loans and other investments in land totaled 68 percent 
of total assets. Throughout the year, the quality of Silverado's 
assets continued to deteriorate making it more difficult for the 
institution to meet its capital requirements. In addition the 
institution was unable to make payments on its preferred stock, 
which lead to the formation of a Silverado holding company. 

Control of Silverado Banking was in jeopardy due to a clause 
that permitted preferred stock holders to convert their stock to 
common stock if Silverado failed to make any one of four dividend 
payments. Therefore, Silverado's management created a unitary 
holding company, where Silverado Banking common and preferred 
stockholders would exchange their stock for identical stock in 
the holding company. The difference being the omission of the 
option to convert preferred stock into common stock. 

Silverado, in an effort to increase regulatory capital, 
attempted to circumvent regulatory capital requirements and to 
manipulate financial statements to report a more favorable 
condition, pooled $1,145 billion of its troubled assets into a 
single asset (Loan Pool) , thereby misrepresenting the true amount 
of problem assets on its Thrift Financial Reports, and avoiding 
increases in loan loss reserves. Silverado securitized the Loan 
Pool by issuing senior and junior securities backed by the 
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performance of the underlying assets. The senior interest in the 
pool, approximately $1.1 billion is entirely owned by a Silverado 
subsidiary, although there was an attempt to sell a senior 
interest to a third party. A junior interest in the Loan Pool, 
approximately $45 million, was sold to third parties, but only in 
instances where Silverado required borrowers^to^use excess J.oan 
proceeds to purchase an interest in the Pool. 


Other evasive maneuvers include the Silverado Investment 
Committee's policy of soliciting borrowers to purchase securities 
or troubled assets of Silverado, using funds provided by the 
institution. This was known within Silverado as the 'Quid Pro 
Quo" Program. In a typical Quid Pro Quo transaction, a borrower 
would come to Silverado seeking a loan. Silverado would require 
that the borrower borrow approximately 20% more that the amount 
originally sought, and use the excess loan funds to purchase 
securities of Silverado or its holding company, or non-earning 
assets of Silverado. The purpose of the Quid Pro Quo Program was 
to inflate Silverado's capital, operating income, and book value. 

Silverado grew 22 percent, an increase of $398 million in 
assets, primarily concentrated in the investment portfolio, 
during 1987. Silverado pursued a strategy of making large 
investments in mortgage derivative financial instruments. 

Between July 1987 and May 1988, Silverado invested a total of 
$650 million in residual tranches of Real Estate Mortgage 
Investment Conduits (REMIC) and $81 million in stripped interest- 
only and principal-only securities. Residuals are particularly 
risky because they are eligible to receive only such cash flows 
as may remain after all senior interest-holders are paid. 
Residuals entail a high rate of risk because they are extremely 
sensitive to interest rates. When interest rates fall 
significantly, income may be reduced because the underlying 
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mortgagors tand to rafinanca thair dabt and tha incoma straam to 
the tranche holders is reduced. Whan interest rates rise 
significantly, income to holders of residuals may fall because 
payments to holders of senior tranches with floating rates also 
rise, thus reducing the amount of income available for payment to 
the residual tranche holder. 

The quality of Silverado's assets deteriorated substantially 
in 1987 as independent appraisals, ordered in conjunction with 
the December examination, identified significant overvaluations 
and deficient appraisals. This prompted the Topeka Dank to issue 
a series of directives restricting the operations of the 
institution in an effort to prevent future losses. Subsequently, 
Silverado was forced to write down many of its assets, and record 
loan losses of $41.4 million. As of December 1987, classified 
assets equaled $492 million or 22 percent of total assets. 
Silverado's half-hearted compliance with supervisory directives, 
caused regulators to negotiate a more restrictive operating 
agreement with Silverado's management. 

During 1988 Silverado recorded loan losses totaling $209 
million, and by June Silverado was materially insolvent. As of 
September 1988, Silverado had negative regulatory capital of $138 . 
million. Silverado's independent accounting firm proposed in 
April 1988 to express a qualified opinion on the 1987 audited 
financial statements due to uncertain asset values. The Topeka 
Bank rejected this opinion and advised the accounting firm that a 
qualified opinion based on uncertain asset values was 
unacceptable. After Silverado was notified that additional 
appraisals would be ordered, Silverado recognized an additional 
$197 million in loan losses. As a result, Silverado reported a 
net loss for 1987 of $245 million on a GAAP basis. 
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On August 15, 1988, the Colorado Commissioner issued an 
Order of Compliance to Silverado ordering an infusion of $62.1 
million in capital by October 13, 1988. On October 24, the 
Colorado Commissioner informed the Principal Supervisory Agent 
that the State of Colorado would close silverado at the end of 
October, pursuant to the Order of Compliance dated August 15, 
1988. On October 24, 1988, the Supervisory Agent was informed 
that the recommendation to transfer Silverado to FSLIC was 
accepted; however, FSLIC requested that the Topeka Bank seek a 
two month extension from the Colorado Commissioner. The 
following day the Supervisory Agent sent a letter to the Colorado 
Commissioner requesting a 45 day extension on the capital call. 

On November 9, 1988, the Federal Home Loan Bank of Topeka 
submitted a recommendation for the appointment of a receiver for 
Silverado to the Federal Home Loan Bank Board, based the grounds 
that: 

" (1) Silverado is currently insolvent in that the assets 
of Silverado are less than its obligations to creditors and 
others; (2) Silverado has experienced a substantial 
dissipation of assets due to the violation of rules, 
regulations, and the presence of unsafe and unsound 
operating practices; and, (3) Silverado is presently in an 
unsafe and unsound condition to transact business.” 

On December 9, 1988, the FHLBB appointed the FSLIC as 
receiver for Silverado. 
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SILVERADO BANKING, SAVINGS AND LOAN ASSOCIATION 

A BRIEF DESCRIPTION OF SILVERADO'S SENIOR MANAGEMENT 

Silverado Banking, Savings and Loan Association was 
controlled and operated by majority shareholder W. James Metz, 
and its three executive officers; Michael Wise, president, chief 
executive officer and chairman of the board of directors? Richard 
Vandapool, chief operating officer and vice chairman of the board 
of directors; and, Robert Lewis, chief financial officer and vice 
chairman of the board of directors. The Silverado board was 
organized into at least five separate committees with specific 
jurisdictions. The Executive Committee, had final veto power 
over the decisions of the other committees; the Loan Committee 
which evolved into the Real Estate Investment Committee and the 
Securities Investment Committee evaluated potential loan and 
security investments; the Audit Committee reviewed the 
independent audits reports; and the Compensation Committee set 
compensation levels for senior management. Members of the 
Executive Committee, Loan Committee, Real Estate Committee and 
Securities Committee consisted of the "inside" board members who 
were also officers of the association. Positions on the Audit 
and Compensation committees were rotated among the "outside" 
board members, those who were not officers of the institution. 

W. James Metz, was president of Mile High Savings (later 
renamed Silverado) in 1976 when he acquired 88% of the 
institution's stock by contributing the stock and mortgage 
servicing rights of First American Mortgage Company. Until 1980, 
Metz held the positions of chairman of the board, president and 
managing officer. In 1980, Metz named Michael Wise president and 
became less involved in the day-to-day operations of the 
institution. However, Metz was chairman of the Executive 
Committee and a member of the board of directors of the holding 
company, Silverado Financial Corporation. 

Michael Wise became president of Silverado in 1980. Soon 
after, he became CEO and chairman of the board of directors. 

Prior to coming to Silverado he was a member of the Executive 
Committee of the U.S League of Savings Institutions and was 
considered a "rising star" in industry politics. Wise also 
served as the thrift representative to the Financial Accounting 
Standards Board. 

Wise was a member of the association's Executive Committee 
and held a position on the board of directors of Silverado 
Financial Corporation. During his tenure at Silverado, Wise 
served two consecutive two-year terms on the Advances Committee 
of the board of directors of the Federal Home Loan Bank of 
Topeka . 
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In December 1982, Richard Vandapool accepted Michael Wise's 
offer to become president and chief operating officer of 
Silverado Banking. Before coming to Silverado, Vandapool had 
been executive vice president of operations at Central Federal 
Savings in San Diego, California. Prior to working at Central 
Federal, Vandapool was a branch manager at Majestic Savings and 
Loan Association, Denver, Colorado. 

At Silverado, Vandapool, who reported directly to Wise, was 
responsible for the retail savings, marketing and residential 
lending operations. Within those areas, other divisions, 
including the commercial and construction loan division, reported 
to Vandapool on an administrative basis. In 1984 when Silverado 
shifted its emphasis from residential mortgage lending to 
commercial development, Vandapool, who agreed with the decision, 
was assigned the task of implementing the new philosophy. 
Additionally, in March 1986, Vandapool forwarded Silverado's 
newly formalized conflict of interest statement to all officers 
and directors of Silverado. 

In 1986, Vandapool was elected vice chairman of the board of 
directors of the association. At various times, he held 
positions on the Loan Committee, the Real Estate Investment 
Committee, and the Securities Investment Committee. Vandapool 
was also on the board of the holding company and held board 
positions at various Silverado subsidiaries. 

In 1984, Robert Lewis, accepted an offer extended by Michael 
wise to be an executive vice president and chief financial 
officer, a newly created position, of Silverado. Prior to coming 
to Silverado, Lewis had been an accountant with the accounting 
firm of Ernst & Whinney. Lewis was manager of the accounting 
team responsible for auditing Silverado. Eventually, he became 
E&W's engagement partner for the Silverado audit. As CFO, Lewis 
was primarily responsible for overseeing and managing Silverado's 
securities portfolio and raising liability capital (subordinated 
debt) from sources other than retail banking centers, and 
managing the association's liquidity position. Lewis is credited 
with changing Silverado's mode of operation from that of a 
traditional mortgage lender to that of a commercial real estate 
lender\land developer. Additionally, Lewis managed all 
operations dealing with Silverado's financial audits. In 1986, 
the association changed independent accounting firms, replacing 
E6W with Coopers and Lybrand. This decision was made primarily 
by Lewis. Lewis is also recognized for creating the Loan Pool 
and implementing the holding company strategy. 

Lewis was elected vice chairman of the board of directors of 
Silverado Banking in 1986. During his tenure at Silverado, 

Lewis, at various times, was a member of the Executive Committee, 
the Loan Committee and its successor committees, the Real Estate 
Investment Committee and the Securities Investment Committee. 
Lewis also held board positions at the holding company and 
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various Silverado subsidiaries. 

Earlier this year Messrs. Metz, Wise, Levis and Vandapool 
each consented and agreed to Orders of Prohibition issued by the 
Office of Thrift Supervision. Pursuant to the Order Metz, Wise, 
Lewis and Vandapool are prohibited from working in banking or 
savings and loans without prior consent from thrift regulators. 
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Holding Company Loans 


160 















162 




Quid Pro Quo Program 

Loan Proceeds Fund The Purchase of Property Slated for Foreclosure 
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SILVERADO TRANSACTIONS WITH RELATED PARTIES 

(CHART NO. 1) 
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SILVERADO TRANSACTIONS WITH RELATED PARTIES 

(CHART NO. 3) 
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SILVERADO BARKING, SAVINGS AMD LOAM ASSOCIATION 

INDEX OF KEY SUPERVISORY ACTIONS 


Select Date at Supervisory Action 


Conflict of 

11/14/90 

04/10/85 

07/18/86 

Interest and 

01/14/87 

01/27/87 

04/07/87 

Insider 

04/23/87 

07/22/87 

09/05/87 

Transactions 

09/18/87 

01/05/88 

09/29/88 

Self-funded 

04/01/85 

04/10/85 

01/27/87 

Capital 

04/07/87 

07/22/87 


Transactions 




Deficient 

02/08/83 

11/14/83 

04/09/84 

Appraisals 

11/08/84 

02/07/85 

04/10/85 

and 

11/13/85 

01/27/87 

03/11/87 

Underwriting 

04/02/87 

04/07/87 

06/30/87 

Deficiencies 

07/22/87 

04/19/88 

08/09/88 

Excessive 

04/10/85 

01/27/87 

07/22/87 

Compensation 




Silverado's 

09/17/81 

11/08/84 

01/24/85 

Growth 

11/13/85 

06/03/86 

01/14/87 


05/03/88 

06/24/88 

08/03/88 

Cease and 

02/12/87 

03/03/87 

03/10/87 

Desist Order 

08/25/87 

09/15/87 

10/26/87 

and 

08/06/88 



Supervisory 




Agreements 




PSA's 

03/10/87 

06/30/87 

7/20/88 

Comments 




Improper 

11/17/82 

06/03/86 

11/06/86 

Accounting 

11/14/86 

03/10/87 

07/22/87 

and Non- 

01/11/88 

08/04/88 


recognition 




of Losses 
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High Risk 
Activities 


Relationship 
With Other 
Institutions 


09 / 17/81 

11 / 14/83 

11 / 13/85 

07 / 22/87 

08 / 03/88 


07 / 18/86 

03 / 07/88 


05 / 28/82 

11 / 8/84 

11 / 06/86 

05 / 03/88 


01 / 27/87 

10 / 18/88 


02 / 08/83 

05 / 03/85 

03 / 11/87 

06 / 24/88 


09 / 05/87 


2 



170 


SUMMARY 

TRANSACTIONS BETWEEN 
SILVERADO AND MAJOR STOCKHOLDERS 
SEPTEMBER 1984 - MARCH 1988 


NET FLOW 

OF CASH AND 

WALTERS 

MDC 

GOOD 

TOTAL 

(IN MILLIONS) 

OTHER ASSETS FROM SILVERADO 


LOAN TRANSACTIONS 

$96.50 

$33.25 

$34.90 

$164.65 

PURCHASE 

TRANSACTIONS 

$93.20 

$195.49 

$9.00 

$297.69 

TOTALS 


$189.70 

$228.74 

$43.90 

$462.34 


NET FLOW OF CASH 

AND OTHER ASSETS 

TO SILVERADO 



STOCK PURCHASES 

$43.00 

$6.00 

$14.00 

$63.00 

PURCHASE OF 
DEBT ISSUES 

$6.50 

$67.23 

$0.00 

$73.73 

TOTALS 

$49.50 

$73.23 

$14.00 

$136.73 


EXCESS OF CASH AND OTHER ASSETS PROVIDED BY SILVERADO 
OVER CASH AND OTHER ASSETS RECEIVED BY SILVERADO 


$140.20 


$155.51 


$29.90 


$325.61 
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SILVERADO'S SALE Of STOCK 
TO MAXI STOCKHOLDERS 

SILVERADO 


OATE 

DESCRIPTION 

WALTERS 

NDC 

GOOO 

TOTAL 

OUTLAYS 

09/25/84 

STOCK FOR LAMO 


86,000,000* 


86,000,000 

86,000,000 

10/17/84 

STOCK FOR LAND 

815.000,000* 



815,000,000 

815,000,000 

12/31/84 

STOCK FOR LAND 
LOAN 

PURCHASE OF LAND 



55.000. 000 1 2 

59.000. 000 1 

” 814.000,000 

) 

814,000,000 

06/30/86 

2 ADJUSTMENTS TO 
TRANSACTION OF 10/17/84 

87,000,000^ 



87,000.000 

816,500,000 

09/11/86 

LOAN 

si,ooo,ooo x 



81,000.000 

818,500,000 

12/31/86 

LOAN 

86,000,000^ 



86,000,000 

825.500.000 

12/31/86 

PURCHASE OF SLOCK I 

85.700.000^ 



85,700,000 

833,900,000 

12/31/86 

PURCHASE OF GUARANTY 
BANK BUILDING 

88.300,000^ 



88.300,000 

820.400,000 

TOTAL STOCK 

TRANSACTIONS 

843,000.000 

86,000,000 

814, 000, 000 

863,000,000 

8149,800.000 


1. PREFERRED STOCK 

2. USED TO PAT DIVIDENDS 


3. 


COMMON STOCK 
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11/24/80 


09/17/81 


05/28/82 


11/17/82 


02/08/83 


8XLVBRADO BAMXIVG, SAVINGS AMD LOAM A880CZATI0M 

SUPERVISORY Qmmi& si 


9/19/80 examination report identified a conflict 
of interest involving a service corporation loan 
to W. James Metz, Chairman of Board. Composite 
rating of 3C assigned by examiners. 


7/8/81 examination report identified the 
following: 

— Silverado had grown fourfold since last exam. 
— Reported net loss for first half of the year. 
— Net worth at 6/30/81 had declined to 2.46% of 
total assets from 4.45% at 8/30/80. 

—Growth funded with jumbo certificates of 
deposits. 

"Operating expenses twice that of peer group. 
— Composite rating of 3C assigned by examiners. 


4/2/82 examination report identified the 
following: 

— Level of regulatory capital reported to be below 
that of peer group. 

— Practice of accepting notes & deeds of trust 
in lieu of cash for loan commitment fees. 

— Composite rating of 2C assigned by examiners. 


Supervisory Action letter notified Silverado that 
the FHLBB accountants determined Silverado's 
accounting treatment for commitment fees not 
appropriate for RAP purposes. 


10/29/82 examination report identified the 

following: 

— Significant underwriting deficiencies. 

— Prepayment of management fees. 

—Origination of loans in excess of sales price. 

— Weak appraisals; examiners noted that Silverado 
appeared to acquire appropriate loan 
documentation after loans had been originated or 
committed to . 

— Composite rating of 2C assigned. 



178 


11/14/83 


04/09/04 


11/08/84 


01/24/85 


02/07/85 


8/12/83 examination report identified following: 

— Silverado continuing with high-risk lending 
program involving major construction and 
development projects. 

— Significant underwriting deficiencies centering 
around deficient appraisals and lack of 
compliance with FHLBB Memorandum R41b. 

— Examiners deemed underwriting for 14 selected 
loans to be unsafe and unsound. 

— Composite rating of 3C assigned. 


Director of Examinations notified Silverado that 
independent appraisals were being ordered by the 
Topeka Bank on the collateral securing loans as 
recommended in the 8/12/83 exam. (See 11/14/83 
entry) 


8/2/84 examination report identified the 

following: 

— In 12 month period ended 7/31/84, Silverado 

originated 83 loans in excess of $1 million each 
and totaling $373 million. New loans were 
concentrated in commercial real estate and 
construction projects. 

— GAAP net worth was only 0.6 % of total assets as 
Of 7/31/84. 

— Reserves of $107 thousand for loan losses 
inadequate. 

— Certain new loans had underwriting weaknesses 
primarily due to deficient appraisals and 
feasibility. 

— Composite rating of 3C assigned. 


Silverado met with Supervisory Agent and presented 
plan to increase liabilities by 57.% during year to 
fund purchases of large amounts of commercial real 
estate. Deposit growth would be accomplished by 
establishing money desk. Plan withdrawn on 4/26. 
Silverado's liabilities grew at an annual rate of 
138% during 1st quarter of 1985. 


Supplemental exam. Report as of 1/7/85 indicated 
losses totaling $6.1 million on two projects based 
on independent appraisals. Composite rating of 4 
assigned. 


2 



179 


04/01/85 

04/10/85 

04/10/85 

05/03/85 

05/24/85 

07/02/85 

10/28/85 


Supervisory Agent submitted documentation on 
Silverado's exchange of stock for land to FHLBB 
Office of General Counsel to review legality of 
transactions. FHLBB 's Special Counsel (H. 
Quillan) advised that legal objections did not 
appear evident. 


District Appraiser reviewed appraisals obtained in 
the stock for land exchanges and found them 
acceptable with limitations. None of the 
appraisals included information required by FHLBB 
memorandum R38 regarding developability . 

Limitations included, lack of marketability or 
feasibility studies and in some cases dissimilar 
"comparables" were used. 


Silverado applied to include $4.5 million in 
subordinated debt issued to four officers as 
regulatory capital. Application indicated 
officers purchased debt. Subsequent exam revealed 
debt was issued in lieu of additional salary and 
accounted for as prepaid compensation. 


Silverado advised Supervisory Agent of developing 
problems with $55 million investment in EPIC 
securities held in participation with Beverly 
Hills S&L. 


Silverado submitted 1985 business plan. Principal 
Supervisory Agent approved business plan on 7/9/85 
on the condition Silverado maintain a regulatory 
capital to total liabilities ratio of 5% at end of 
each quarter. 


Principal Supervisory Agent approved $4.5 million 
subordinated debt application of 4/10/85. 


Principal Supervisory Agent received letter from 
Silverado comparing performance vs. 1985 business 
plan. Significant variances included credit 
losses greater than projected, earnings were 
greater due to the sale of assets, and regulatory 
net worth would equal 4.6% of total liabilities by 
12/31/85. 


3 
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11/13/85 

06 / 03/86 

06/27/86 

07/18/86 

08/31/86 


7/22/85 examination report indicated: 

— Strong deposit growth enabled aggressive lending 
program in commercial real estate. 

— Appraisal deficiencies continued. 

— Concentration of high-risk loans, equal to 66% 
of total assets. 

— Substandard assets equal to 22% of total assets. 

— Net indicated losses were $10.6 million (16.5% 
of regulatory capital) . 

— Silverado assigned composite rating of 4. 


Silverado presented revised business plan for 1986 
due to an increase of $41 million in loan loss 
allowance as of 12/31/85, required by independent 
accountants. Plan provided for issuance of $120 
million in subordinated debt qualifying as 
regulatory capital. This increase in capital 
would support an increase in assets up to $2 
billion by end of 1986 (annualized growth rate of 
35%). 


FHLBB approved formation of unitary holding 
company, Silverado Financial Corporation. 


Silverado withdrew application for issuance of 
$120 million in subordinated debt and submitted 
new application for issuance of subordinated debt 
totaling $70 million, $14 million issued to an 
affiliate of MDC Holdings, Inc. through private 
placement. Principal Supervisory Agent approved 
this debt for inclusion in regulatory capital. 


Silverado withdrew application to sell additional 
$56 million in subordinated debt when it became 
evident application would not be approved. 


4 
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11/06/86 


11/14/86 


01/14/87 


01/27/87 


Based on information provided by Silverado, 
Supervisory Analyst expressed cause for concern 
over: 

--The type of loans being made. 

— The continued concentration of credits and 
commercial real estate. 

—The apparent postponement of loss recognition 
to enable Silverado to continue to make large 
construct i on \development loans. 

Supervisory Agent directed Silverado to recognize 
approximately $10 million in appraised losses for 
restructured loans. This recognition of losses 
would make RAP loan loss reserves more closely 
approximate GAAP reserves. 


Supervisory Agent met with Silverado. Subjects 
discussed included December 1986 sale of stock (to 
Mr. Walters) which Supervisory Agent believed 
required Silverado to file a change of control 
application and business plan which projected 
growth of $2.5 billion by 1987 and $3.5 billion by 
end of 1988. Silverado told to file formal growth 
application prior to undertaking growth. 


Two interim examination reports raised the 

following concerns: 

— Volume of forward commitments exceeded 
regulatory limitation in 1986. 

— Four seriously deficient appraisals noted, 3 of 
which involved transactions with Mr. Walters. 

—Excessive compensation to executive officers. 

— Transactions with insiders, including Walters, 
Good, and MDC. 

— Holding company loans to Chairman Wise and 
principal owner Metz. 

—Composition of regulatory capital. 

— Lack of appraisals for service corporation 
investments • 

—Asset quality. 

— Misrepresentations on subordinated debt 
applications. 


5 
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02 / 12/87 


03 / 03/87 


03 / 10/87 


03 / 11/87 


03 / 23/87 


04 / 2/87 


Various Topeka Bank officials mat to discuss 
concerns with Silverado. General agreement 
reached that a cease and desist was appropriate 
supervisory response. FHLBB's OE and ORPOS 
contacted, made aware of concerns and planned 
supervisory actions. 

Assistant Director of Reg. Ops.- ORPOS notified 
FHLBB chief of staff, FSLIC, OE, and others that 
Supervisory Agent was working with OE to prepare a 
cease and desist order and that the planned 
supervisory action was appropriate. 


Topeka Bank and FHLBB officials met with 
Silverado's board to discuss supervisory concerns: 

— Silverado agreed to reduce the $4.5 million 
subordinated debt included in capital to only 
the vested portion. 

— Silverado agreed that the payment of dividends 
from the self-funded sale of stock violated 
regulations and would be reversed. 

The Principal Supervisory Agent did not allow the 
cease and desist order to be presented at this 
resting feared an the nred..lpr conpleticn Ql the 
current sx aro to evaluate the safety and soundness 
issues. Accordingly, the Supervisory Agent issued 
a supervisory directive covering supervisory 
concerns. 


Correspondence between Silverado and Supervisory 
Agent relative to loan commitment for $73.8 
million to SDC Land Partners, LTD. Supervisory 
Agent questioned basic underwriting of this loan 
and based on subsequent appraisals, directed 
Silverado to post a loss of $41 million. 


Silverado wrote to Supervisory Agent in essence 
agreeing with all concerns discussed on 3/10/87 
and that corrective action would be taken. 


Assistant Director of Examinations notified 
Silverado that 18 unacceptable appraisals had been 
identified during the course of the current exam. 
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04/07/87 


04/23/87 


06/30/87 


07/22/87 


The Principal Supervisory Agent and Supervisory 
Agent met with Silverado to discuss, among other 
matters, the December 1986 stock for land 
transactions. Supervisory Agent stated that 
preliminary findings indicated that the appraisals 
may have overinflated values. Silverado also 
presented a proposal to acquire Topeka Savings and 
Loan. The Supervisory Agent and Supervisory 
Analyst advised the Principal Supervisory Agent 
and the Director of Agency Functions that existing 
supervisory concerns precluded Silverado from 
acquiring another institution under any 
circumstances . 


FHLBB approved a formal examination under Section 
407 (m) 2 of the National Housing Act to review 
matters discussed in interim report of 1/27/87. 


During Topeka Bank meeting to discuss problem 
cases within District, Principal Supervisory Agent 
was told that examiners were not able to pin down 
losses at Silverado without reappraisals. 

Principal Supervisory Agent stated the Topeka Bank 
was not going to appraise institutions out .of 
business as he believed the adverse economic 

cgnditi<? n ? in Cc lgrado ve rg §hort-:tsnn and. «gg£ 

values would recover. Based on supervisory 
concerns, Director of Examinations ordered ten 
test appraisals. 


12/1/86 examination completed. Report identified 
many areas of concern and regulatory violations. 

— Self-funding of stock sales. 

— Sales of junior participation interests in Loan 
Pool . 

— Unreported change in control (Mr. Walters) . 

— Conflicts of interest and self-dealing. 

— Excessive compensation. 

— Excessive credit risk and loan concentrations. 
— Misrepresentation on subordinated debt 
applications. 

— Poor underwriting and severely deficient 
appraisals. 

— Lack of adequate supporting documentation. 

— Preferential terms on loans to officers. 
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08/25/87 

09/05/87 

09/15/87 

09/18/87 

10/26/87 

01/05/88 

01/11/88 


— Prepayment of holding company dividends from 
funds indirectly derived from Silverado. 

— Inaccurate financial reporting. 

— Substandard asset classifications in excess of 
26% of total assets. 

— Losses exceeding $43 million. 

— Failure to meet minimum regulatory capital when 
asset classifications outlined in report were 
considered. 

Supervisory Agent met with Silverado's board to 
discuss exam report as of 12/01/86. Board told 
that institution would be given an opportunity 
to execute a supervisory agreement to avoid 
initiation of a cease and desist order. 


Topeka Bank Agency Functions' legal counsel 
contacted Deputy Director of OE to advise that 
407 (m) investigation move forward as soon as 
possible and should center around transact ions, 
involving Walters, Good and MDC. 


Supervisory Agent sent supervisory agreement to 
Silverado. 


Agency Functions' legal counsel wrote to Deputy 
Director of OE recommending that 407 (m) 
investigation also look at transactions between 
Messrs. Wise and Good, and transactions between 
Mr. Good and Mr. Neil Bush. 


Silverado's Board executed Supervisory Agreement 
(entitled: Operating Agreement) • 


Supervisory Agent and Agency Functions' legal 
counsel met with OE attorneys to elaborate on 
transactions discussed in memorandum of 9/18/87 
re: Wise, Good, and Neil Bush. 


Supervisory Agent directed Silverado to 
immediately recognize asset classifications 
outlined in report as of 12/1/86. Supervisory 
Agent noted that large amounts of problem assets 
threatened future viability of Silverado. 
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03/07/88 


04/19/88 


04/20/88 


04/25/88 


05/03/88 


05/03/88 


06/08/88 


06/10/88 


Supervisory Agent called by a Supervisory Agent 
from the Federal Home Loan Bank of San Francisco 
who requested that scope of exam at Silverado be 
expanded to include transactions with MDC as far 
back as 1985 based on ongoing work, by San 
Francisco Bank, on transactions between Lincoln 
Savings and MDC. 


Supervisory Agent notified by Silverado that 
independent auditors were planning on issuing a 
qualified opinion based, among other matters, 
upon the uncertainty of asset values. 

Report on limited exam as of 3/3/88 to determine 
compliance with supervisory agreement and other 
matters was completed. 


Independent auditors are advised by the Director 
of Examinations that a qualified opinion based 
on the uncertainty of asset values was 
unacceptable . 


Due to Silverado's failure to meet minimum 
regulatory capital, and deteriorating financial 
condition, Supervisory Agent directed Silverado 
to immediately limit its liability growth with 
certain exceptions. 

Supervisory Agent directed Silverado not to 
accept any additional brokered deposits and to 
reduce such deposits below 5% of total deposits. 


Silverado notified Supervisory Agent of a 
default on $74.8 million loan extended to SDC 
Land Partners, Ltd. To date, $52 million had 
been funded. 


Supervisory Agent directed Silverado to 
establish a specific reserve of $42.6 million 
against loan to SDC. 
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06/24/88 


06/24/88 


07/19/88 


07/20/88 


08/03/88 


08/04/88 


Supervisory Agent letter to Silverado, noted 
that the institution had acquired more than $600 
million in REMIC residual investments and that 
this was an unhealthy concentration given 
Silverado's capital, which was insufficient to 
support that level of investment. Accordingly, 
the Supervisory Agent directed Silverado not to 
acquire any further REMIC investments or any 
other form of mortgage-derivative financial 
instruments. 


Supervisory Agent directed Silverado to 
establish specific reserves of $21.7 million on 
two real estate properties. 


Supervisory Agent and Agency Functions' legal 
counsel met with management and representatives 
of Silverado to discuss Silverado's financial . 
.condition. Regulatory capital was a deficit $23 
million and GAAP capital was a deficit $186 
million as of 6/30/88. 


Supervisory Agent met with other officials of 
the Topeka Bank to discuss divestiture of REMIC 
portfolio. Principal Supervisory Agent objected 
to Supervisory Agent's plan for Silverado to 
divest REMIC investments, stating that the 
Supervisory Agent was projecting interest rates. 


Silverado proposed purchasing $100 million in 
additional REMIC residuals. Supervisory Agent 
informed Silverado it did not have the capital 
base to invest in volatile investments like 
residuals and that its current level of residual 
investments was too high. (See 6/24/88 comments 
above . ) 

Supervisory Agent's review of subpoenaed 
documents disclosed that Silverado had reversed 
$13.3 million in loan loss allowances rather 
than $2.7 million previously reported in the 
12/31/86 income statements. Also, Silverado had 
not recognized losses on restructured loans in 
the appropriate accounting manner during 1986. 


10 
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08/06/88 

08/09/88 

09/12/88 

09/29/88 

10/17/88 

10/18/88 


Silverado's board held a special meeting to 
execute consent agreement. The consent 
agreement implemented very strict operating 
conditions on Silverado. 


Supervisory Agent met with appraisers who valued 
land used as collateral on SDC loan. Appraisers 
agreed that value was significantly less than 
their original value. It was learned that 
borrower withheld a sales contract from the 
appraisers. This information would have 
adversely impacted appraisers' valuations. 

Supervisory Agent notified FSLIC that Silverado 
should be transferred to the FSLIC for 
resolution. 

Supervisory Agent updated Chairman of FHLBB and 
others of status of Silverado. The Supervisory 
Agent estimated the "hole" at Silverado to be 
about $400 to $600 million. 

Supervisory Agent also updated Chairman of FHLBB 
on status of 407 (m) examination and advised 
that certain transactions undertaken by, or on 
behalf of Director Bush were of significant 
supervisory concern. 


Silverado attempted to work out an arrangement 
on the SDC loan whereby Silverado would release 
Mr. Sullivan from all claims in return for deeds 
to the subject property. Supervisory Agent 
objected to this arrangement. 

Supervisory Agent and Examiner In Charge on the 
Silverado examinations attended meeting called 
by the Federal Home Loan Bank of Dallas to 
discuss transactions between MDC, Silverado, 
Lincoln, and San Jacinto Savings. ORA officials 
advised that they were Iboking for evidence of a 
"daisy chain" between these entities and whether 
securities has been "parked" by Drexel Burnham 
or other brokers. 


11 
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10 / 21/88 


10 / 24/88 


11 / 09/88 


12 / 09/88 


Colorado Commissioner informed Principal 
Supervisory Agent that the State os Colorado 
would act to close Silverado by end of month due 
to Silverado's failure to infuse new capital as 
required by State. 


Due to FSLIC's inability to accept receivership 
of Silverado in October, FSLIC requested the 
Topeka Bank to obtain two-month extension from 
State Commissioner. 


Principal Supervisory Agent submitted 
recommendation to FHLBB that receiver be 
appointed for Silverado. 


FHLBB appointed FSLIC as receiver for Silverado. 


12 
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U S. HOUSE OF REPRESENTATIVES 

CJMViTTEE ON 0 AN* NG f-NANCE AND LR0AN AFfaiRS 
ONE HUNO0ED First CONGRESS 
2 129 RAYBURN house C‘FiCE -D NG 
AAShiNG’ON DC 205 '5 

April 20, 1990 



Hermit Mowbray 
Professor of Business 
Peru State College 
Peru, Nebraska 68421 

Dear Mr. Mowbray: 

As part of the Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 

hearings on May 22 and 23 of this year, to explore the operation, 

supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

Your presence is requested at 10:00 a.m., Tuesday, May 22, 
1990, in Room 2128 of the Rayburn House Office Building, 

Washington, D.C. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to Room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 

requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance . 

If you have further questions regarding your testimony, please 
contact Erik North of my staff at 202-225-2924. 



Chairman 
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TELEGRAM 
May 11 , 1990 


Kermit Mowbray Kermit Mowbray 

1415 Collins Street Professor of Business 

Topeka, Kansas 66604 Peru State College 

Peru, Nebraska 68421 

At 3:50 p.m. on this day your attorney, John McDermott, 
informed the Committee that you plan to leave the country on 
Tuesday, May 14, 1990 and not appear before the Committee, as 
requested in a letter dated April 20, 1990, to discuss your role 
in the regulation of Silverado Banking, Savings and Loan 
Association. You were interviewed by the Committee staff at length 
on Tuesday, May 8, 1990 in Washington and made no mention of plans 
to avoid testifying before the Committee. Rarely, has a former 
public official, such as yourself, refused to cooperate with a 
Congressional Committee. It is shocking that a 25-year Government 
employee would be so cavalier about his public responsibility. I 
trust you will reconsider your plans to leave the country and that 
you will appear as scheduled at 10:00 a.m., May 22, 1990 in Room 
2128 of the Rayburn House Office Building. 


Henry B. Gonzalez 
Chairman, Committee on 
Banking, Finance and Urban 
Affairs 
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May 11, 1990 


Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance 
and Urban Affairs 
House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 20515-6050 

Dear Mr. Chairmans 

I am writing on behalf of my client, Kermit Mowbray, whom 
you invited to appear before the Committee on May 22, 1990. 

Following receipt of your letter, Mr. Mowbray met with Committee 
staff in an attempt to be responsive to the inquiries before the 
Committee. 

In these discussions, we were hindered by the fact that the 
critical events in the history of the supervision of Silverado 
Savings & Loan occurred several years ago. Neither Mr. Mowbray 
nor I have been permitted to access the files of the Bank or the 
chronologies of events prepared by Bank employees to prepare for 
the discussions with the Committee staff. Nor will this material 
be available to Mr. Mowbray prior to May 22. In light of the 
passage of time and Mr. Mowbray's inability to consult the 
relevant documents, we believe that he will be unable to make a 
meaningful contribution to the hearing on May 22, 1990. Mr. Mowbray 
does intend to submit written testimony which will consist of the 
same information he conveyed to the Committee staff on May 7 and 
8. 
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Honorable Henry B. Gonzalez 
May 11, 1990 
Page 2 

Mr. and Mrs. Mowbray had previously arranged travel plans to 
be out of the country prior to receipt of your letter. The 
Committee staff was promptly informed of this conflict. In light 
of these previously scheduled plans and his limited ability to 
prepare for the proposed oral testimony, I hope that you will 
understand Mr. Mowbray's decision to decline to appear on May 22, 
1990. 



JJM:pck 
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KERMIT MOWBRAY 

1419 COLLINS 
TOPEKA. KANSAS 64904 

M a 0 
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Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance 
and Urban Affairs 
House of Representatives 
2129 Rayburn House Office Building 
Washington, D. C. 20515-6050 

Dear Mr. Chairman: 

I am writing in response to your wire this afternoon. 

I independently and reluctantly determined late last evening 
to decline your invitation to appear before your Committee in 
the matter of Silverado Banking for the following reasons: 

1. I had previously made arrangements to be on vacation 
outside the U. S. during the period of your hearings and 
a cancellation would be would result in an economic loss 
to me. This information was immediately made known to 
your staff. 

2. Information available to your staff concerning 
critical events in the history of the regulatory actions 
with this association was not made available to me. 
Consequently I would be at a disadvantage while trying 
to explain my position, especially when such information 
has been available to the staff of your committee and 
current employees of the Office of Thrift Supervision. 
Attempts to obtain this information from OTS and your 
Committee’s staff were unsuccessful. Consequently, I 
was not able to prepare myself for your meeting and 1 
would be subject to possible unfair criticism for not 
having the information which you deserve to have. 

Because of your reputation of fairness, I must assume 
that you had no knowledge of my denial of this 
information which would help me give you the answers 
that you wish. 

As indicated in my counsel's letter of May 11, 1990, written 
testimony will be presented. 

Sincerely, . 

Kermit Mowbray 
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O’CONNOR S, HANNAN 
attorneys at law 


SUITE 600 

1919 PENNSYLVANIA AVENUE N.W. 
WASHINGTON. O C 20009 3493 
12021 997-1400 





JOHN J. MCDERMOTT 
12021 867-MOO 


TELEX 89-7420 
TELECOPIER 12021 499 2199 



May 25, 1990 


^tCEIVEL 
MAY 7 9 1990 


:&'raKt I fcbi Aflan Caarttr 


Honorable Henry B. Gonzalez 
Chairman 

Committee on Banking, Finance 
and Urban Affairs 
House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 20515-6050 

Dear Mr. Chairman: 

Eric North of the Committee staff telephoned yesterday to 
inform me that the Committee had voted to issue a subpoena to 
compel the appearance of my client, Kermit Mowbray, before the 
Committee. Service of a subpoena will not be necessary. 

Mr. Mowbray's decision to decline the Committee's invitation 
to testify was premised on two factors which will no longer 
impede his appearance on another date. The May 22, 1990 date * 
conflicted with previously arranged travel plans. The cancella- 
tion of these plans would have caused both expense and incon- 
venience to Mr. and Mrs. Mowbray. 

Secondly, Mr. Mowbray had expressed his concerns that he 
could not adequately prepare for an appearance on May 22 without 
access to written material maintained by the Bank and shared with 
the Committee under a confidentiality agreement. Mr. Mowbray 
asked for copies of this material from his former colleagues at 
the Bank who refused to provide it. Similarly, the Committee's 
minority staff felt bound by the confidentiality agreement and 
declined to provide us with copies at our request. We did not 
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Honorable Henry B. Gonzales 
May 25 , 1990 
Page 2 


eake a specific request of the majority staff under the 
assumption that they too had agreed to keep this material con- 
fidential. 

Fortunately, the written testimony provided by Mr. 
McCormally, Ms. Van Cleve and Mr. Sandefur appended the very 
information which Mr. Mowbray had sought. His review of this now 
publicly available information will enhance his ability to 
testify. 

We look forward to Mr. Mowbray's appearance before the 
Committee. 



JJMrpck 
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OMONAL 

BY AUTHORITY OF THE HOUSE OF REPRESENTATIVES OF THE CONGRESS OF THE 
UNITED STATES OF AMERICA 


To An y Marshal 

You are hereby commanded to summon 

the Board and CEO, Sullivan Development Company , 8340 Meadow 
Road, Suite 248, 75231 

to be and appear before the Ban ki ng, F inanc e an d Ur b an Affair s _ 

Committee of the House of Representatives of the United States, of which the 

Hon is chairman. ...Qn . Tuesday, 

June 19, 1 9 9 0 at 10 :00a. m . injroom 2128 ^ 

Building , Washington , DC ; to p TP.du 9 e ....the, documents described on 
the attached sheet which is incorporated 

U MM tMxt&H M **E*i!l -I* *“? * .. ®B. J2L 

1990 * % a | the hour of no on ; and 

testify touching matters of inquiry committed to said Committee; and he is 
not to depart without leave of said Committee. *in room 2129 Rayburn HOB 
Herein fail not, and make return of this summons. 

Witness my hand and the seal of the House of Representatives 
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OfttOKAL 

Subpena lor Kcnncth^M^G ood, 

9 0 Prince Street, Apartiaent 7B 

New York, New York 10012 


before the Committee on 
F Inance and Urban Affairs 


. upon Kenneth M. Good in 
Served. 

Denver, Colorado 

June 6, 1990 ^ _ 

Accepted b y Michael D. Barnes, 
Arent, Fox, Kintner, Plotkin & Kahn 
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ATTACHMENT TO SUBPOENA 
DATED JUNE 4 , 1990 

DOCUMENTS TO BE PRODUCED 

Copies of ell documents, including but not limited to any 
correspondence! memoranda, files, notes of meetings, telephone 
conversations or other communications and any other pertinent 
documents concerning applications or requests, either formal or 
Informal in nature, made by you or on behalf of you or any business 
in which you vers an equity investor, creditor or otherwise had a 
financial interest, for the extension, restructuring or 
modification of credit from Silverado Banking, Savings and Loan 
Association. 
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Arent, Fox, Kintner, Plotkin & Kahn 


1050 Connectcut Avenue. N W 
Washington. D C 20036*5339 


7475 Wisconsin Avenue 
B«h««da. Maryland 20614-3413 
001)657-4600 


In Vrgirua 

8000 Towers Crescent Drive 
Vienne. 22162-2733 

(703)647 5600 


Michael D Barnet 
(202) 857*170 


June 12, 1990 


FOR HARD DELIVERY 
Mr . Tom Adams 

Committee on Banking, Housing 
and Urban Affairs 
U.S. House of Representatives 
2132 Rayburn House Office Building 
Washington, D.C. 20515 

Res Testimony of Kenneth M. Good; 

Banking Committee Hearing, June 19, 1990 

Dear Mr. Adams: 


Enclosed are the documents the Committee requested of 
our client, Kenneth M. Good, in connection with the above- 
referenced hearing. 


The enclosed documents relate to confidential 
business and financial matters. Accordingly, we trust the 
Committee will treat them in a confidential manner to the 
extent possible. 


Please feel free to contact me or Gil Thurm at 8 ST- 
64 10 if you or the Committee have any questions. 


Enclosures 


Sincerely 



ccs Gil Thurm, Esquire 


Telephone: (202) 657-6000 Cable: ARFOX Telex: WU 892672 ITT 440266 Facumie (202) 857-6395 
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Arent, Fox, Kintner, Plotkin & Kahn 


1050 ComecfeciJt Avenue. N.W 
Washington. D C 20036-5330 

lnM*ytend 

7475 Wacom Avenue 
Bctttto*. Marytend 20614 3413 
(301)657-4600 


InWgina 

8000 Towerv Crescent Dm* 
Vienna, Vrg^a 22182-2733 
(703)647-5600 


Gi Thorm 
(202) 857-6410 

June 15, 1990 


FOR HAND DELIVERY 
Mr . Tom Adams 

Committee on Banking, Housing 
and Urban Affairs 
U.S. House of Representatives 
2132 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Tom: 

Pursuant to our discussion and the request of the 
Committee, I am submitting 200 copies of the written 
statement of Kenneth M. Good, in connection with his 
appearance before the Committee on Tuesday, June 19, 1990. 
Also submitted with the testimony, as Exhibit A, are two 
audio tapes referenced in the statement. 

Please feel free to contact me if you have any 
questions . 

Sincerely, 


*^Gil Thurm 

Enclosures 

cc: Michael D. Barnes, Esquire 


Telephone: (202) 857-6000 Cable ARFOX Telex WU 892672 ITT 440266 Factonie (202) 857 6385 
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U S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING. FINANCE AND URBAN AFFAIRS 
ONE HUNDRED FIRST CONGRESS 
2I2B RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON. DC 20516 

May 2, 1990 



BtililMH) 


Killian L. Walters 
President 
W. P. Development 
4582 South Ulster 
Suite 202 

Denver, Colorado 80237 
Dear Mr. Walters: 


As part of the Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 
hearings on May 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 


The Committee will need to identify the problems which led to 
the institution's failure, when the problems were discovered by the 
regulatory agents, the timing and nature of any subsequent 
responses or actions by federal and state regulatory authorities, 
and the estimate of the ultimate loss to the deposit insurance fund 
and related issues. So that the Congress and the public will have 
a full and accurate picture of the Silverado case, the Committee 
will need your complete and timely cooperation. 


Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Wednesday, May 23, 1990, in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
in detail any transactions you may have conducted with Silverado 
Banking and its affiliated entities. The Committee will need a 
response to this request for your appearance by no later than May 
11, 1990. 


In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 
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PleasL provide the Committee copies of ell communications , in 
your possession, relating to transactions you have conducted on 
behalf of yourself, SDC Land Partners, Ltd., or Sullivan Companies 
with Silverado Banking, its affiliates, and any of its employees, 
officers or directors. 

I cannot over emphasize the need for full and timely 
compliance with this request. Any questions regarding your 
testimony or the production of documents should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 



Henry B. Gonzalez 
Chairman 
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May 1, 1990 


VIA HAND DELIVERY 


The Honorable Henry Gonzales 
Chairman 

House Banking, Finance and Urban Affairs Committee 
Room 2323 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chairman: 

On April 26, 1990, Nr. Adams of the staff of the House 
Banking, Finance and Urban Affairs Committee contacted 
representatives of Bill L. Walters and invited Mr. Walters to 
testify at hearings before the full Committee on May 23, 1990. 
As we understand from our April 27, 1990 conversation with 
Messrs. Adams and Eric North, another member of the Committee 
staff, Mr. Walters testimony is sought in connection with 
hearings of the Committee relating to Silverado Financial 
Corporation and its thrift subsidiary, Silverado Bankings 
Savings and Loan Association, and related activities 
("Silverado"), of Denver, Colorado. 

we are aware Mr. Chairman that you and the Committee played 
a vital role in the passage of the Financial Institutions 
Reform Recovery Enforcement Act and have been very attentive to 
this country's Interest in restoring confidence to one of this 
nation's strengths, its banking community. Mr. Walters was 
never a member of Silverado's board or management and any 
contacts with Silverado were related to transactions between 
Mr. Walters, The Bill L. Walters Companies and related entities 
(the Walters Companies) and Silverado. In connection with 
certain of these transactions, Mr. Walters acquired Silverado 
stock, virtually all of which was non-voting preferred stock, 
which is now worthless. During the mid 1980's, the Walters 
Companies employed approximately 300 - 400 individuals. Mr. 
Walters was not involved in the day to day operations of many 
aspects of his various businesses. While Mr. Walters had some 
direct dealings with Silverado and its management at initial 
discussions of proposed transactions, many of the details of 
transactions with Silverado were handled by others at the 
Walters Companies. 
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The Honorable Henry Gonzalez 
Hay 1, 1990 
Page - 2 - 


Silverado's demise has received substantial adverse 
publicity in the West and the numerous news accounts have 
tainted anyone having business dealings with Silverado. Mr. 
Walters is desirous of cooperating with the Committee and its 
staff, as he has done with other federal agencies in connection 
with Silverado, but believes that the atmosphere created by the 
press makes the chances of events surrounding his dealings with 
Silverado being reported fairly and accurately very slisi. 

Given the vagaries of the Fifth Estate, we, on Hr. Walters 
behalf, confirm my advice to Mr. Adams yesterday most 
respectfully declining the Committee's invitation. 

In his continuing effort to cooperate, Mr. Walters will 
make himself available at a mutually convenient time to the 
Chairman and the staff for an interview so that the Committee 
can obtain the benefit of the information Mr. Walters has on 
topics of interest to the Committee. 

If you believe an interview to be a fruitful mechanism, 
please have your staff contact me at (202) 879-3745 so that we 
can arrange a mutually convenient time for the interview. 

Very truly yours. 



George T. Manning 


cc: Mr. Tom Adams 

Mr. Eric Worth 
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May 10, 1990 


VIA HAND DELIVERY 


The Honorable Henry Gonzales 
Chairman 

House Banking, Finance and Urban Affairs Committee 
Room 2323 Rayburn House Office Building 
Washington, D.C. 20515 

Re: Bill L. Walters 

Dear Mr. Chairman: 

We are counsel for Bill L. Walters. On Monday, May 7, 

1990, Mr. Walters received your May 2, 1990 letter requesting 
him to appear before the House Committee on Banking, Finance 
and Urban Affairs ("Committee*) on May 23, 1990. Your letter 
followed discussions we had with Mr. Adams and Mr. North of the 
Committee's staff on April 27, 1990 and my letter of May 1, 

1990 respectfully declining on Mr. Walters behalf the 
invitation to appear. I have attached a copy of ray May 1, 1990 
letter. In response to your May 2, 1990 letter, I reconfirm 
that Mr. Walters respectfully declines the Committee's 
invitation to appear. 

In an effort to cooperate with the Committee, Mr. Walters 
will, subject to an agreement respecting the confidentiality of 
the documents produced, respond to the request for documents 
and will provide the Committee, as soon as practical prior to 
the hearing date, non-privileged responsive materials in his 
possession. Mr. Walters renews his willingness to make himself 
available to the Committee staff for an interview at a mutually 
convenient time. 

In the event Mr. Walters is compelled by subpoena to appear 
before the Committee on May 23, 1990, this will confirm my 
advice to Messrs. Adams and North of the Committee's staff on 
Friday, April 27, 1990, that Mr. Walters would invoke House 
Rule XI, 3. (f)(2) to exclude television, radio and still 
photography during the course of his testimony or that of 
members of any panel on which he is appearing. 
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The Honorable Henry Gonzales 
May 10, 1990 
Page - 2 - 


We note that in the Committee* a agenda for May 23, 1990, a 
"William Walters, President, JNB Exploration” is scheduled to 
appear. If the agenda is referring to our client. Bill L. 
Walters, there appears to be an error not only in his name, but 
in the business identification. Bill L. Walters was not the 
president of JNB Exploration Company. Mr. Walters' interest in 
JNB Exploration was that of a less than ten percent limited 
partner which interest was held by a Walters affiliated 
entity. 


Very truly yours, 
George T. Manning 


cc: Mr. Tom Adams (Via telecopy) 

Mr. Eric North (Via telecopy) 
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ORIGINAL 

BY AUTHORITY OF THE HOUSE OF REPRESENTATIVES OF THE CONGRESS OF THE 
UNITED STATES OF AMERICA 


j 0 Any_ Profess io 

You are hereby commanded to summon I 
V/.P. Development, Suite 202 , 4582 South Ulster* Denver* 

Colorado 80237 

to be and appear before the \ n a n c e . .. . a ^ V. ar * ..A f f „ airs 

Committee of the House of Representatives of the United States, of which the 

Hon M. en ?y. B-.. G o nzalez ...„ is chairman, SiLlH® 

June 19, 1990 at 10:00 a.m. in room 2128 Rayburn House Office 
Building, Washington, DC; to produce the documents described on 
the attached sheet which is incorporated 
li/ thbfi/ J 1 ® re in . b X ref « rer »?e ..on or 

J >efore >, M ne \h 199 °* , at the hour of no ?n; and 

/bbfVaWFtWrfeAo testify touching matters of inquiry committed to said Committee; and he is 
not to depart without leave of said Committee. * in room 2129 Rayburn HOB 
Herein fail not, and make return of this summons. 

Witness my hand and the seal of the House of Representatives 




Attest: 
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Subpena for . £ lor i &n...£ ...... J.axlb * 

25 IV*. 1 !!* !>.)?. 5^.?. .tr.l ® . ... » 

Colorado 80104 


before the Committee on tlW Banking.* 

.Ema.acfi....aM...Uxb.aa..Af£ai.r.s 

.....2129 Building 

Washington, DC 2 OS IS 

Served 4 ?0 ±±. 
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ATTACHMENT TO SUBPOENA 
DATED JUNE 4, 1990 

DOCUMENTS TO BE PRODUCED 

Copies of all documents, including but not limited to any 
correspondence, memoranda, files, notes of meetings, telephone 
conversations or other communications and any other pertinent 
documents relating to communication you may have had with any 
member of the board of directors of Silverado Banking, Savings and 
Loan Association or any person who had a business relationship with 
Silverado Banking, Savings and Loan Association concerning 
applications or requests, either formal or informal in nature, for 
the extension, restructuring or modification of credit from 
Silverado Banking, Savings and Loan Association. 
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June 12 , 1990 


Honorable Henry B. Gonzalez 
Chairman, Committee on Banking, 

Finance and Urban Affaire 
U.S. House of Representatives 
2132 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Representative Gonzalez: 

In response to the Committee's subpoena, enclosed please 
find all non-privileged documents which were in the possession of 
sy client, Michael R. Wise, and which come within the scope of 
the request for document production contained in the Committee's 
June 4, 1990 subpoena. 

If you have any questions, please feel free to have a member 
of the Committee staff contact me at the above number. 


Very truly yours, 
Mark A. Klugheit 
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U.S. HOUSE OF REPRESENTATIVES 


COMMITTEE ON BANKING FINANCE AND URBAN AFFAIRS 


ONE HUNDRED FIRST congress 
2 1 29 RAYBURN HOUSE OFF'CE BUHDlNG 
WASHINGTON DC 205^5 


April 20, 1990 


Richard Vandapool 
53 Charlou Circle 
Englewood, Colorado 80111 

Dear Mr. Vandapool: 

As part of the Committee on Banking, Finance and Urban 
Affairs 1 continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and Enforcement Act of 1989, the Committee will hold 
hearings on Nay 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

The Committee will need to identify the problems which led to the 
institution's failure, when the problems were discovered by the 
regulatory agents, the timing and nature of any subsequent 
responses or actions by federal and state regulatory authorities, 
and the estimate of the ultimate loss to the deposit insurance fund 
and related issues. So that the Congress and the public will have 
a full and accurate picture of the Silverado case, the Committee 
will need your complete and timely cooperation. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Wednesday, May 23, 1990, in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee will expect you to be prepared to discuss 
in detail the issues involved in the management, operation and 
regulation of Silverado during your tenure as a Director. The 
Committee will need a response to this request for your appearance 
by no later than April 27, 1990. 

In accordance with the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to review your statement, the Committee 
requires that such testimony be provided by Friday, Nay 18, 1990. 
Your entire statement will be included in the hearing record and, 
will be made available to all Committee members in advance of your 
appearance. 



In the interim, the Coraittt* will need to review the 
documents necessary to reconstruct the history of Silverado 
Banking. The Committee requests that you provide a copy of all 
communications and correspondence, in your possession, related to 
Silverado Banking and its affiliated entities, either internal in 
nature or with third parties, regarding the purchase, operation, 
management, regulation and subsequent closing of Silverado. It is 
specifically intended that communications and correspondence be 
interpreted as including, but not limited to, letters, memoranda, 
notes of telephonic meetings, electronic mail or other computer- 
related communication, and any minutes taken at meetings where 
Silverado Banking was discussed. We also ask that you review the 
documents in your possession for the purpose of compiling a list 
of any meetings between employees of any federal and state 
regulatory agency and officials, employees or representatives of 
Silverado Banking or any of their subsidiaries. Please provide the 
date and purpose of any such meetings. 

I cannot over emphasize the need for full and timely 
compliance with this request. Any questions regarding your 
testimony or the production of documents should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 



Chairman 
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May 17, 1990 


Tom Adams 

Professional Staff Member 
c/o Banking Subcommittee 
Room 2132 

Rayburn House Office Building 
Washington, D.C 20515 

RE: Richard Vandapool’s Testimony in Subcommittee Hearings 

Dear Mr. Adams: 

You have recently asked me to come to Washington to answer questions regarding 
the operation, supervision, regulation/and subsequent closing of Silverado Banking Savings 
& Loan. 1 have not been active as an officer of that institution since December of 1988. 
I have not had access to the voluminous documentation involved in the transactions which 
•atook place at Silverado during the six years that 1 was working there. I am concerned that 
will not be able to give meaningful or complete answers to the questions propounded 
rty the Subcommittee without the opportunity to review Silverado's documents and to have 
some prior information regarding die subjects which are of interest to the Subcommittee. 

I would be happy to talk to the Subcommittee if I am given access to Silverado's 
records in advance of my testimony, and if I am given an outline of the questions that I 
will be asked. 1 only ask for this simple courtesy so that I can review appropriate 
documents to refresh my recollection concerning matters which occurred years ago. 

If this hearing is a quest for the truth, I am sure you will agree that these requests 
are reasonable. If, on the other hand, these hearings are designed merely to create 
publicity for politicians who have no interest in the facts, then I do not wish to be a party 
to this proceeding. 

Approximately 141 institutions have been taken over by the RTC nationally; nearly 
half of Colorado’s savings and loan associations have failed. Just this month, the state’s 
third largest thrift, Capitol Federal, became a ward of the RTC Every financial institution 
with more than 25% of its assets invested in' Colorado commercial real estate or loans 
secured by Colorado real estate has collapsed. Savings and loan institutions were not 
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Mr. Tom Adams 
May 17, 1990 
Page 2 

alone in not recognizing this dramatic business reversal. Commercial bankruptcies in 
Colorado have skyrocketed in the past several years in every field of business endeavor. 

Silverado’s activities were continuously monitored and examined by federal 
regulators. Transactions, today being questioned by the press, were initially considered and 
approved or blessed by the regulators and supervisors. They, too, believed that the 
company’s directions and business plans were, at the very least, viable and responsible. 
Only when the unprecedented 35% decline in Colorado commercial real estate values 
began to gobble up companies like Silverado, did those regulators and supervisors attempt 
to distance themselves from the association, lest they might also be deemed responsible. 

Some now claim that Silverado’s sale of stock for real estate (rather than for cash) 
was improper. With perfect hindsight they pronounce the transactions as unprecedented 
and foolish. The truth is that the transactions, documented by some of Denver’s finest law 
firms, were indeed legal and prudent. The transactions were discussed in detail with 
regulators and approved by them prior to closing. Even the exact preferred stock form 
utilized was approved by federal regulators. Reputable independent MAI. appraisers 
determined the value of the subject real estate. 

Losses were realized on Silverado’s loan portfolio because the real estate market 
in Denver and surrounding Sunbelt states plunged into an unprecedented depression. The 
losses incurred by Silverado as a percentage of its commercial real estate loan portfolio 
were not dissimilar to those recorded in most other failed Colorado thrifts. 

Recent allegations that the purpose behind the company's pooling of major real 
estate loans into a single security-like asset was to avoid loss recognition - or worse, to 
hide losses - are not true. The pool provided a vehicle for selling junior interests in the 
commercial real estate loan portfolio to outside parties in order to transfer risk away from 
the association. When proposed to the federal regulators in 1986, they understood the 
concept and acknowledged that it did indeed provide loss protection. 

Certain regulators have alleged that Silverado switched external auditors from Ernst 
A Whinney to Coopers and Lybrand following the 1985 audit because Ernst A Whinney 
was too "tough” - and because Ernst A Whinney stifled efforts by Silverado management 
to pay its officers bonuses. Again, the allegation is untrue. Silverado made the change 
because, in 1986, Ernst A Whinney charged four times its negotiated fees for the 1985 
audit Additionally, the association wished to change auditors because its new Chief 
Financial Officer had left Ernst A Whinney to join the Silverado staff. It was prudent for 
Silverado to make the move to ensure independence in the audit process. When other 
troubled thrifts have been criticized by the regulators for not changing external auditors 
after hiring partners from their auditing firms, why do the regulators criticize Silverado for 
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changing same? Silverado's actions, approved by regulators via the formal and prescribed 
process, was right and proper. 

The Denver office of Coopers and Lybrand, one of the world's six largest 
independent accounting firms, audits several major financial institutions in Colorado. Yet 
certain regulators have recently attempted to paint a picture of Coopers as having 
performed substandard audits at Silverado; as having been so weak as to suffer 
manipulation by Silverado's management team. The simple truth is that Coopers was not 
manipulated. They not only certified to Silverado’s 1986 financial reports in early 1987, 
but they certified to same again in 1988. It is inconceivable that if the regulators had real 
concerns about Coopers and Lybrand's independence and objectivity, they would permit 
that firm to audit other major banks and thrifts in this market. The head of Coopers’ 
national thrift practice group, Robert Creager, served as a review partner on the Silverado 
account. Parenthetically, it is reported that Coopers and Lybrand has been recently 
retained by the RTC 

Regulators have not attempted to thwart erroneous reports that state that the 
Silverado case will result in a loss of over $1 billion. In January, 1990, Government 
attorneys admitted that the figure was grossly overstated with regard to Silverado. In 
truth, the $1 billion figure included the losses of three other failed institutions. It appears 
that Silverado's total loss should probably not exceed $300 million. In addition, there are 
still parcels of property reported to be extremely valuable in the possession of the RTC 
which have not been sold. A recent article in a Denver newspaper referred to a piece 
of property contiguous to the proposed airport site which was owned by Silverado prior 
to the closure, and is in the hands of the regulatory agency. 

Providing officers and directors with favorable term loans on their primary personal 
residences and checking account overdraft lines of credit is customary within the industry 
and is a benefit provided for in federal regulations. Yet some have characterized such 
activity at Silverado as abusive. The allegations are groundless. Silverado Banking did not 
provide large loans for stock purchases to each of its two major common stockholders. 
Those loans were provided by the association’s holding company, Silverado Financial 
Corporation. If losses are incurred on those loans, the losses will be suffered by the 
holding company’s common and preferred stockholders - not by the FSLIC or the 
American taxpayers. 

Silverado always acknowledged that it legally entered into real estate loan and 
purchase transactions with certain of its stockholders - stockholders with limited or no 
voting rights whatsoever. The transactions were understood and approved by all parties 
concerned, including the federal regulators. Those stockholders in no way controlled or 
even attempted to influence the management of the company. 
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Early in the 1980’s, Silverado, not unlike countless other companies across the 
nation, established a performance-based compensation and benefits program. The 
organization and compensation committee of the Board of Directors, comprised entirely 
of outside directors, employed the services of the Wyatt Company to assist in designing, 
administering and maintaining that program. The Wyatt Company, one of the countiy’s 
largest and most respected compensation and benefits consulting firms, has advised 
thousands of financial institutions, including most of the district banks within the FHLB 
system. Wyatt’s opinion was and is that the Silverado program was reasonable and 
prudent. It provided internal and external equity within the marketplace where Silverado 
competed for business and talent. The Wyatt Company has long maintained that the 
program was not excessive. While the 1986 compensation recently reported (incorrectly) 
in the press was the highest ever paid to officers, the actual compensation provided fell 
well within the parameters of the Wyatt program. Additionally, the figures reported 
(inaccurately) included both cash and non-cash consideration. The non-cash portion (in 
the form of company note vesting) was worthless when Silverado was liquidated. 

A recent newspaper article alleged that Silverado manipulated earnings in 1986 in 
order to achieve profit levels required for bonus payments. It claims that the company 
overstated profits by reversing $13 million of loan losses to income. This is untrue. The 
company did reverse $2.7 million of reserves in 1986 at the suggestion of its independent 
auditors. The audit adjustment was proposed by Coopers and Lybrand because Silverado 
had made other additions to loss coverage during the year. Coopers certified to the 
fairness and accuracy of Silverado’s 1986 financial reports twice - in early 1987 and again 
in 1988. 

Reports linking Silverado with numerous negative stories and activities are 
unfounded at best. Silverado never had dealings with Michael Milken at Drexel, Burnham, 
Lambert. In fact, Silverado never owned any junk bonds. Silverado never had dealings 
with Charles Keating and Lincoln Savings either, and did not engage in "daisy-chain" 
activities. 

Silverado failed, not because of improper or abusive transactions, but rather because 
of the genera] real estate depression in Colorado and elsewhere. Its former officers, 
directors and employees are not proud of the demise, but they are proud of their intense 
efforts to prevent the demise. Silverado was a collection of some of the brightest, most 
energetic, hard-working and dedicated business people to be found anywhere. Their 
efforts were focused on the objective of building a viable going concern, a positive 
economic force in Colorado capable of providing jobs for hundreds of Coloradans while 
producing reasonable returns on investment for its stockholders. 
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All actions taken were to benefit the company and to strengthen its financial 
condition. With perfect hindsight, the failure of Silverado might have been avoided had 
its leadership foreseen the unprecedented crash in Colorado commercial real estate values. 
The same is probably true regarding the officers and directors of the 13 failed institutions 
in Colorado: Capitol Federal, American Federal, Otero, First Federal of Colorado 

Springs, and Aspen, Equity Federal, First American, Rocky Mountain, Sun, Alpine, 
Modem, Colorado Federal Savings Bank, Mesa, Valley, Great West Savings and the old 
Columbia. 

I would appreciate it if this letter was made available to the Subcommittee 
members and made a part of the record for this proceeding. 


Sincerely, 



Richard K. Vandapool 
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OMONAL 

BY AUTHORITY OF THE HOUSE OF REPRESENTATIVES OF THE CONGRESS OF THE 
UNITED STATES OF AMERICA 


To Any Professional Staff Member 

You are hereby commanded to summon 

53 Charlou Circle, Englewood, Colorado 80111 


to be and appear before the....B.&aki&fc*...JiJUm 

Committee of the House of Representatives of the United States, of which the 

Hon. ..He nxy. JL G.QJU ale z. is chairman, 9?.... Z\*? 

June 19, 1990 at 10:00 a.m. in room 2128 Raeburn House Office 

Building, Washington, DC; to produce the documents described 
on the attached sheet which is incorporated 

thfe/aW iST 

before June 12, 1990* al lhe 1 ^ of noqn; md 

UMMi/\hbk/\.o testify touching matters of inquiry committed to said Committee; and he is 

* 

not to depart without leave of said Committee in room 2129 Rayburn HOB 
Herein fail not, and make return of this summons. 

Witness my hand and the seal of the House of Representatives 
of the United States, at the city of Washington, this 

QjUMI- 19 S« 

ChairnSm . 
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Subpena far Richa r d X, Vandapool , 
S3 Charloii Circle, Hnglewood t 
Colorado 80111 


before the Committee on 

Finance and Urban Affa irs 


Scre ed Accggtgd by counsel for 
Richard K. Vandapool this 5th day 


of June. 1990. 



303 E. 17th Avenue. Suite 1110 
benver. Col orado 
(303) 861-1000 


BnMdlkpiHakfiHi 

l-g!l .■■■■■ ■■ J J. 3 
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ATTACHMENT TO SUBPOENA 
DATED JUNE 4, 1990 

DOCUMENTS TO BE PRODUCED 

Copies of all documents, including but not limited to any 
correspondence, memoranda, files, notes of meetings, telephone 
conversations or other communications and any other pertinent 
documents relating to communication you may have had vith any 
member of the board of directors of Silverado Banking, Savings and 
Loan Association or any person who had a business relationship vith 
Silverado Banking, Savings and Loan Association concerning 
applications or requests, either formal or informal in nature, for 
the extension, restructuring or modification of credit from 
Silverado Banking, Savings and Loan Association. 
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U.S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON BANKING. FINANCE AND URBAN AFFAIRS 
ONE HUNDRED FIRST CONGRESS 
2129 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON. DC 206 IB 

June 4, 1990 



oemtv^io 


Elizabeth Kearney 

Gelt Fleishman & Stearling P.C. 

303 East 17th Avenue 
Suite 1110 

Denver, Colorado 80203 
Dear Ms. Kearney: 

As you are aware the Committee on Banking, Finance and Urban 
Affairs, pursuant to its oversight responsibility for the thrift 
industry, has been reviewing the regulation, operation and failure 
of Silverado Banking, Savings and Loan Association. As part of 
that oversight, the Committee will recommence hearings on June 19, 
1990 to further examine the failure of Silverado Banking. 

As you know, the Committee has issued a subpoena for the 
testimony of Mr. Vandapool, a member of the board of directors of 
Silverado Banking. His testimony is essential to the Committee's 
understanding of the failure of Silverado Banking and the loss of 
a billion dollars of Federal funds. 


As you are aware, the subpoena represents the Committee's 
second effort to obtain testimony from Mr. Vandapool and further 
delay would not be possible under the Committee's schedule. We are 
aware that you represent Mr. Vandapool and that the date of the 
Committee's hearing poses a potential for conflict with some of 
your other cases. Nevertheless, I am certain you can understand 
the necessity of the Committee proceeding with its hearing with Mr. 
Vandapool 's appearance on June 19, 1990. 



Henry b. 
Chairman 
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GELT, FLEISHMAN & STERLING P.C. 

ATTORNCVI ANO COUNSILORI AT LAW 

WttnraTH AND GRANT BLA0MO 
mcAiravwTHNniAVMl 
•urrimo 

Mnvwl OOUOWADO JOBCS 

pa»atMMo 

rnmiww 


June 5, 1990 


OANAATUPvS 

tSWSBg 

mooumr 

nua SET 


VIA FACSIMILE 

Mr. Tom Adams 
Professional Staff Member 
Room 2132 

Rayburn House Office Building 
Washington, D.G 20515 

RE: Banking Subcommittee Hearing 

SSveradofRichard K. Vandapool 

Dear Mr. Adams: 

We are faxing herewith the Acceptance of Subpoena for Richard K. Vendapool to 
appear on June 19, 1990, to give testimony before the subcommittee. We have several 
questions regarding the procedure in this matter. One of those questions deals with the 
procedure for admittance into the hearing room. Mr. Craig Fleishman will be 
accompanying Mr. Vandapool as counsel and we need to know whether Mr. Fleishman 
needs to have his name put on a list or needs a badge in order to gain entry into the 
hearing room. 

In addition, we would ask again for copies of any documents which the 
subcommittee will be referring to when asking questions, as our client has not had any 
opportunity to review documents related to Silverado since he left Silverado in December, 
1988. He is, therefore, at a great disadvantage in his ability to accurately respond to 
questions based on memories which are now at least two years old. We would also ask 
for a list of the subject areas in which the subcommittee will be requesting information. 

We would also request a list of the congressmen and congresswomen who are going 
to be sitting on the subcommittee on that day as a matter of courtesy. We would also like 
to have an agenda for the day indicating the order of witnesses and the timing (ic.. will 
there be a lunch break, time the hearing win conclude, etc.); this will help us in making 
travel plans for arrival to and departure from Washington, D.C 



273 


Mr. Tom Adam 
June 5, 1990 
Page 2 

Please respond in writing to these questions as soon as possible to allow Mr. 
Vandapool to adequately prepare in order to give meaningful testimony. 


Sincerely, 

GELT, FLEISHMAN <fc STERLING, P.G 



ELK-ij 

Enclosure 

ca Richard K. Vandapool 
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Robert Levis 

8053 Jellison Court 

Arvada, Colorado 80005 

Dear Mr. Levis: 

As part of the Committee on Banking, Finance and Urban 
Affairs' continuing oversight of insured depository institutions 
and the implementation of the Financial Institutions Reform, 
Recovery and 'Enforcement Act of 1989, the Committee vill hold 
hearings on May 22 and 23 of this year, to explore the operation, 
supervision, regulation and subsequent closing of Silverado 
Banking, a Savings and Loan Association, of Denver, Colorado. 

The Committee vill need to identify the problems vhich led to the 
institution's failure, vhen the problems vere discovered by the 
regulatory agents, the timing and nature of any subsequent 
responses or actions by federal and state regulatory authorities, 
and the estimate of the ultimate loss to the deposit insurance fund 
and related issues. So that the Congress and the public vill have 
a full and accurate picture of the Silverado case, the Committee 
vill need your complete and timely cooperation. 

Your appearance before the Banking, Finance and Urban Affairs 
Committee is requested for 10 a.m. Wednesday, May 23, 1990, in Room 
2128 of the Rayburn House Office Building, Washington, D.C. At 
that time, the Committee vill expect you to be prepared to discuss 
in detail the issues involved in the management, operation and 
regulation of Silverado during your tenure as a Director. The 
Committee vill need a response to this request for your appearance 
by no later than April 27, 1990. 

In accordance vith the Committee rules, please deliver 200 
copies of your prepared statement to room 2132 of the Rayburn House 
Office Building. In order to ensure that members of the Committee 
have sufficient time to reviev your statement, the Committee 
requires that such testimony be provided by Friday, May 18, 1990. 
Your entire statement vill be included in the hearing record and, 
vill be made available to all Committee members in advance of your 
appearance. 
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In the inter in, the Committee will need to review the 
documents necessary to reconstruct the history of Silverado 
Banking. The Committee requests that you provide a copy of all 
comaun i cat ions and correspondence, in your possession, related to 
Silverado Banking and its affiliated entities, either internal in 
nature or with third parties, regarding the purchase, operation, 
management, regulation and subsequent closing of Silverado. It is 
specifically intended that communications and correspondence be 
interpreted as including, but not limited to, letters, memoranda, 
notes of telephonic meetings, electronic mail or other computer- 
related communication, and any minutes taken at meetings where 
Silverado Banking was discussed. We also ask that you review the 
documents in your possession for the purpose of compiling a list 
of any meetings between employees of any federal and state 
regulatory agency and officials, employees or representatives of 
Silverado Banking or any of their subsidiaries. Please provide the 
date and purpose of any such meetings. 

I cannot over emphasize the need for full and timely 
compliance with this request. Any questions regarding your 
testimony or the production of documents should be immediately 
directed to Tom Adams of my staff at (202) 225-2924. 



Chairman 
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ORIGINAL 

BY AUTHORITY OF THE HOUSE OF REPRESENTATIVES OF THE CONGRESS OF THE 
UNITED STATES OF AMERICA 

To Any U.S. Marshal 

You arc hereby commanded to summon w * ^ aTn ?. s L.M®. ?..?.» 

7980 San Juan Range Road, Littleton, Colorado 80127 


to be and appear before flic 

Committee of the House of Representatives of the United States, of which the 

Hon Hffi. 1.:.... is chairman. ..P". Tuesday , 

June 19, 1990 ajt J.0:J)0 a.jn. in room 2128 Rayburn House Office 
Building , Washington, DC; to produce the documents described on 
the attached sjheet which is incorporated 

U MM UMdiM WtWWM J^LSSiSIS^ 

befo re June 12. 1990* at the ^ of noon; and 

tfbWVahMWiMo testify touching matters of inquiry committed to said Committee; and he is 
not to depart without leave of said Committee. *in room 2129 Rayburn HOB 
Herein fail not, and make return of this summons. 

Witness my hand and the seal of the House of Representatives 
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‘hihprna Robert Lewis , Vice P resident* 
Newaan Associates. 1801 California 

■ ■ ■ ■ H I n I W ■ i * 

Street, Suite 3700, Denver, Co Lorado . 
80 202 

before the ConMnittee on lia& 

Finance and Urban Affairs 


Servi ce accepted by 

Jeffrey S. Pagliuca, attorney 

for Robert Lewis. 
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ATTACHMENT TO SUBPOENA 
DATED JUNE 4, 1990 

9 

' DOCUMENTS TO BE PRODUCED 

Copies of all documents, including but not limited to any 
correspondence, memoranda, files, notes of meetings, telephone 
conversations or other communications and any other pertinent 
documents relating to communication you may have had with any 
member of the board of directors of Silverado Banking, Savings and 
Loan Association or any person who had a business relationship with 
Silverado Banking, Savings and Loan Association concerning 
applications or requests, either formal or informal in nature, for 
the extension, restructuring or modification of credit from 
Silverado Banking, Savings and Loan Association. 
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U.S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON 1AMUMG. FINANCE AND INMAN AFFAIRS 
ONE HUNDRED FIRST CONGRESS 
2129 R A YB U RN HOUSE OFFICE BURIMNG 
WASMNGTON. DC 206 IB 

Juno 28, 1990 



W. Jems Mots 

7980 San Juan Range Road 
Littleton, Colorado 80127 

HARD DELIVERED - U.S. MARSHAL 

Dear Mr. Nets: 

The Committee on Banking, Finance and Urban Affairs has been 
conducting a series of hearings investigating the insolvency and 
cloeing of Silverado Banking, Savings and Loan Association, Denver, 
Colorado, of which you were a director and majority shareholder. 
On June 18, 1990 you were served with a subpoena, a copy of which 
is enclosed, commanding your appearance and the production of 
documents at such a hearing before the Committee. 

You did not appear before the Committee and you have not 
produced the documents described in the subpoena. You have not 
contacted the Committee to discuss the matter. 

Refusal to appear or produce documents upon summons by a 
committee of the United States House of Representatives is a 
criminal offense under section 192 of Title 2 of the United States 
Code. Your failure to comply with the subpoena or to contact the 
Committee regarding the subpoena raises serious questions as to 
whether you are in contempt of the Congress of the United States. 

You should contact the Committee immediately to arrange for 
production of the subpoenaed documents and to reschedule your 
appearance before the Committee. The subpoenaed documents should 
be produced as soon as possible and in any event must be delivered 
to the Committee in Room 2129 Rayburn House Office Building no 
later than noon on July 5, 1990. Failure to do so will establish 
an additional violation of 2 U.S.C. section 192 (1988). 



Chairman 
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WRITTEN TESTIMONY OF 


KERMIT MOWBRAY 
FORMER PRESIDENT 
FEDERAL BOMB LOAN BANE 
TOPEKA, KANSAS 


BEFORE THE 


COMMITTEE ON BANKING* FINANCE, AND ORBAN AFFAIRS 
UNITED STATES BOUSS OF REPRESENTATIVE 


MAY 22, 1990 


ROOM 2128, RAYBURN BOUSE OFFICE BUILDING 
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My name is Kermit Mowbray. I was employed by the Federal Home 
Loan Bank of Topeka from July 1, 19*4 to June 30, 1989 in the 


following positions: 


1964-1968 

1968-1973 

1973-1978 

1978- 1979 

1979- 1989 


Economist 

Vice President, Economics and Finance 
Senior Vice President-Finance 
Acting President 
President 


I became employed by the Federal Home Loan Bank of Topeka in 1964 
after the completion of ay graduate education at the University 
of Kansas where I received a Ph.D. in Economics. 

During ay experience at the Federal Home Loan Bank of Topeka, I 
continually supported the concepts of the Federal Home Loan Bank 
Act, promoting housing and thrift for the American people. 

COMPITIOW8 III THE MID-1980'» 

Before I trace the history of Silverado with you, I would like to 
describe the prevalent economic conditions in the 10th Federal 
Home Loan Bank District which encospasses Colorado, Kansas, 
Nebraska and Oklahoma. I used to say that what problems weren't 
caused by the agricultural depression of the 80 's were caused by 
the energy depression. In at least three successive years, more 
than 20% of the nation's bank failures were in our four states. 

I don't believe there was one association in either Colorado or 
Oklahoma which has not evidenced negative income in some calendar 
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quarter because of losses on loans. These losses were not only 
on loans for commercial and development property, but were on the 
bread and butter of our industry — the single-family, owner- 
occupied home. 

FSLIC ' s own lack of funds hampered our ability to close many 
associations as they became insolvent. As you are aware, the 
cost of FSLIC escalated each day we were not able to close an 
association. I mention these events because part of our problems 
must be attributed to our economy and the resulting depressed 
real estate prices. This is the environment in which we operated 
and provides the context which the supervision of Silverado 
should be viewed. 

gILVgRAPO BANKIHG, 8AVIHGS AMD LOAM ASSOCIATION 

The association was originally known as Mile High Savings a Loan, 
and later, as a result of a merger. Mile High Circle S*L. The 
association was purchased by Jim Metz in the 1970's. Metz had 
experience as' a mortgage banker in the Denver area. He 
subsequently transferred an employee, Ron Rainey, from his 
mortgage banking firm to manage the association. 

I believe that either our examiners or auditors found some 
improper actions by Mr. Rainey and our regulatory staff required 
that he leave the association in 1978 or thereabouts. Subse* 
quently, Mike Wise was hired as the CEO. 
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I did not know Mr. Wise prior to his employment^ at Silverado. I 
first met with him when he brought us an application for the 
acquisition of Security S&L in Colorado Springs, Colorado. Our 
staff recommended, with my concurrence, that the application 
should not be approved because there was insufficient capital. 

In spite of our reservations, the application was approved by 
officials in Washington at the Federal Home Loan Bank Board. 

This began the pattern of growth of Silverado which would 
continue for many years. Additional growth applications were 
approved for the acquisition of the Denver area branches of Otero 
S&L and the acquisition of a small association in Breckenridge, 
Colorado. Each of these acquisitions was approved in accordance 
with FHLBB policy concerning capital adequacy, goodwill 
accounting, etc. I do not remember the particulars of the 
examination reports of Silverado and its compliance with 
regulations. I trust that these issues will be described by 
other witnesses. As I noted in correspondence with the Chairman 
of the Committee, I was not permitted to examine these reports 
prior to submitting this testimony. 

When growth regulations were first promulgated in 1985, Silverado 
requested the authority to grow substantially. We did not think 
that the request was particularly advisable and suggested that 
the application be withdrawn. Silverado submitted a subsequent 
scaled-down request which was approved contingent on the Bank's 
approval of the association's commercial lending policies, a 
certain capital maintenance position, and the submission of 
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reports on the underwriting of large loans. I also recall a 
rather unusual request that I , as principal supervisory agent, 
authorize the association to provide an expensive home for its 
chief executive officer. This request was denied. 

I believe that Mr. Wise informed me in 1984 that the association 
would enter into a transaction with a developer by the name of 
Mizell , of MDC, Inc., whereby Mizell would add capital to the 
association by contributing land in exchange for preferred 
stock. 

According to Mr. Mizell, the value .of the stock would be 
determined by the lowest of three. MAI appraisals. This informa- 
tion was made available to the regulatory staff in Washington who 
confirmed that this procedure was in accordance with FHLBB policy 
so long as the appraisals were acceptable. 

I learned of specific supervisory concerns regarding Silverado 
from an examination which commenced in December, 1986. Prior to 
that time, much of my supervisory responsibility was devoted to 
associations which were about to fail. At that time, Silverado 
had not been rated below the " C * level. Much of my efforts were 
devoted to institutions which had received "D N or N F” ratings and 
were likely to fail. 

A preliminary examination report on Silverado was provided to me 
in January, 1987 and indicated that.wthe association had traded 
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stock Cor property along with other loans which were frequently 
entwined with each other. Furthermore, many of the values of 
these transactions, even though supported by MAI appraisals as 
required by regulations, were certainly subject to question. 

In retrospect, perhaps we should have attested to remove 
management at that time but we did not have either the authority 
or the legal basis for doing so as a result of the preliminary 
exam report. 

A meeting was arranged between the bank's supervisory staff and 
the association's board of directors; its purpose was to have 
Silverado stop those unsafe and unsound actions. The staff had 
recommended a Cease and Desist action (C&D). 

The Cease and Desist action is a legal process which is subject 
to court enforcement. The disadvantage to a Cease and Desist 
action is that if the association's board of directors does not 
agree to the C&D, a hearing must be held before an administrative 
law judge who determines whether or not there are sufficient 
grounds to issue the CtD* Several months may pass before the 
decision is rendered. 

I disagreed with the staff's recommendation. I take responsi- 
bility for choosing the supervisory directive over the Cease and 
Desist. My reasons were that (1) the directive was a certainty; 
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(2) we only had the results o£ a preliminary examination; 
and (3) the directive was effective immediately. 

At the conclusion of .the examination, the association signed a 
supervisory agreement. The supervisory agreement was 
comprehensive and placed considerable restrictions upon the 
operation of the institution. We also requested subpoena powers 
under the S 407 authority to investigate additional information 
concerning insider transactions, etc. Another examination was 
conducted to verify the association's compliance with the 
supervisory agreement. That examination report indicated 
association compliance. 

Subsequently, appraisals were made to show that the institution 
was indeed insolvent. It took considerable time to obtain the 
institution's appraisals and verify them. The examination was 
concluded in July, 1987 and additional information concerning 
Silverado's policies were brought to light. 

Once the association was determined to be insolvent, it was 
placed in the queue for PSLIC resolution. Silverado's officers 
were not terminated because they held lucrative employment 
contracts with golden parachute provisions. Firing these 
officers would result in substantial payments to the individuals 
which would only increase the losses for the association. Only a 
receivership would avoid the projected losses triggered by the 
golden parachute provisions. 
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Unfortunately the delay in placing Silverado in receivership 
resulted in additional losses. I cannot estimate the costs 
associated with the last six months of operation while awaiting 
FSLIC's action. This is not a criticism of FSLIC, but rather a 
recognition that Silverado's situation was not unique given the 
economic climate at the time for the Savings and Loan industry. 

Since leaving the Federal Home Loan Bank of Topeka, I have not 
discussed any of the regulatory transactions between the Bank and 
Silverado because I do not believe that I personally have the 
right to make Bank information public. I am providing this 
information because much of it is now publicly available. 

RESIGMATIOH 

I don't know if anything is more damning than to have one's 
credibility or integrity questioned. Since my resignation, I 
have been unjustly accused of lax supervision and political 
favoritism. I feel that my twenty-five years at the FHLB of 
Topeka is a record in which I can justifiably take considerable 
personal and professional pride. 

My resignation as President of the Federal Home Loan Bank of 
Topeka resulted from a meeting in December, 1988 which I had 
requested with M. Danny Wall, then Chairman of the Federal Home 
Loan Bank Board, to discuss assertions from the staff of FSLIC 
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concerning problems with the FSLIC receivership action on 
Silverado Banking, Savings and Loan Association. 

The receivership action had caused the FSLIC to put more funds 
into the new association than had originally been planned. FSLIC 
blamed my staff for misleading it, while my staff, at my 
direction, had prepared information which I presented to Chairman 
Wall indicating that my staff had fully informed FSLIC of the 
possible problems at the time. Ny staff had volunteered to 
obtain additional information to confirm the existing 
information. However, FSLIC had suggested that obtaining such 
information would be counterproductive. 

At the December, 1988 meeting. Chairman Wall indicated that the 
Federal Home Loan Bank Board would not redesignate me as 
Principal Supervisory Agent of the 10th Federal Home Loan Bank 
District. He indicated that I could continue as Bank 
President. 

I had observed the shortcomings of this type of arrangement when 
then-Chairman of the Federal Home Loan Bank Board, Ed Grey, had 
removed Joe Settle as PSA of the 9th Federal Home Loan Bank 
District while Settle continued as Bank President. Consequently, 
it was my decision to resign the presidency of the bank if the 
PSA designation was to be withdrawn. At no time in our 
discussion did Chairman Wall indicate that my position or 
abilities as Bank President were in question. 
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My actions in the case of Silverado were not different because 
Mike Wise had served on the Board of the FHLB of Topeka (several 
former Board members of the Federal Home Loan Bank of Topeka have 
been removed from employment at SSL's as a result of receiver- 
ship); nor were there supervisory lapses because Neil Bush was a 
member of the association's board. I have never met Neil Bush, 
and I never received any official or unofficial inquiries on his 
behalf. I suggest that I would have answered such an inquiry as 
I had answered other such inquiries from political figures with 
the comment that I have a job to do and I intend to do it. 

The solution of insolvencies such as Silverado is costly. The 
cost to the taxpayer would be considerably less if legislation to 
adequately fund FSLIC had been passed earlier. Lack of this 
action and the provision of forbearance in legislation have added 
substantially to the taxpayers' costs. However, these were 
political decisions. Ny job was to operate the Federal Home Loan 
Bank of Topeka under the policies of its Board of Directors and 
the regulations and policies of the Federal Home Loan Bank 
Board. I joined other Federal Ho m e Loan Bank Presidents in 
attempting to obtain legislation to put additional funds into 
FSLIC. Upon failure to have this accomplished, I, like my peers, 
was forced to use the limited tools available. 
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Good morning Mr. Chairman and members of the Committee. 

My name is Tommie D. Thompson. I was born and raised in 
Lincoln, Nebraska. After graduating from the University of 
Nebraska in June of 1968, I joined Arthur Andersen & Co. I 
became an audit partner in September of 1980. I was with 
the firm until joining the Federal Home Loan Bank of Topeka 
(Bank) on September 1, 1985, as Executive Vice President - 
Supervision of the Bank. On July 1, 1986, I was designated 
Executive Vice President - Director of Agency Functions. I 
reported to the Bank's President/Principal Supervisory 
Agent. On August 7, 1989, I was designated as Acting 
Principal Supervisory Agent of the Tenth Federal Home Loan 
District of the Federal Home Loan Bank Board. On October 7 , 
1989, before transferring into and becoming an employee of 
the Office of Thrift Supervision (OTS), I tendered my 
resignation to the President of the Bank. 

When I started with the Bank there were 175 member institutions 
in the Bank's four state area of Colorado, Kansas, Nebraska 
and Oklahoma. As I recall, only 11 of those member 
institutions had then been identified as significant 
supervisory cases. As I recall, when I left the Bank, there 
were 151 member institutions in the district and more than 
60 of them were designated as problem cases. Approximately 
40 of the problem cases had already been transferred to the 
Resolution Trust Corporation. I have not had access to 
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any regulatory files since I left the Bank approximately 
eight months ago. 

During my first nine to 12 months at the Bank, most of my 
time was spent on evaluating the regulatory staff that I 
had inherited; on recruiting, interviewing and hiring more 
staff; on evaluating documented policies, procedures, guidelines 
and standards for the staff to follow; on determining additional 
needs for staff, equipment, supplies and space; and on working 
with the staff on member institutions that were reporting 
insolvency, had significant capital deficiencies or were 
identified as significant supervisory cases for other reasons. 

While I was at the Bank, the regulatory staff was increased 
from 55 to 175. Many of the Individuals that were hired 
had professional designations and/or advanced college degrees. 

The regulatory staff was significantly expanded and enhanced 
both quantitatively and qualitatively. Among those hired 
were a new Director of Examinations, a Director of Supervision, 
six staff attorneys, many senior examiners, a mergers and 
acquisitions' manager, a financial Instruments* specialist, 
an operations* specialist, two appraisers and a compliance 
specialist. A formalized monitoring program that helped 
to identify and react to potential problems at member institutions 
was designed and implemented. Many policies, procedures, 
guidelines and standards were formally documented and distributed 
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to the staff to assist them in performing their duties. 

A quality control function vas established. Internal and 
external communications vere expanded and improved. Numerous 
management reports vere developed to identify trends in 
member institutions' financial conditions and to summarize 
regulatory actions taken. Time frames and deadlines for 
the transmittal of reports of examinations to member institutions 
vere installed. As a result/ the timeliness of the transmittal 
of reports of examinations and supervisory letters and related 
regulatory actions improved significantly. Much of my time 
vas spent on Agency Functions' administrative matters; in 
meetings and discussions vith Washington staff and my counterparts 
in other district banks; on recruiting/ intervieving and 
hiring people; on general administrative matters of the 
Bank such as facilities' management/ salary administration 
and strategic planning; and on vorking on requests from 
Washington. I placed reliance on other management and staff 
for the day-to-day supervision of member institutions. 

A Supervisory Agent/ a Supervisory Analyst and an Examinations 1 
Field Manager vere assigned to each member institution. 

These individuals vere supervised by department heads that 
vere veil qualified for their duties and responsibilities. 

While reliance vas placed on other management and staff/ 

I alvays tried to be involved, as much as possible, in decisions 
regarding regulatory actions to be taken against member 
institutions. I alvays tried to assign our best people 
to the more complex member institutions. This is vhy Terry 
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Sandefur vas assigned to Silverado Banking , Savings and 
Loan Association (Silvsrado) shortly after he started vith 
the Bank. This is also vhy Dorothy Van Cleave vas assigned 
as the in-charge exaainer on the December 1, 1986/ comprehensive 
examination. 

Like many thrifts in the 1982 through 1985 period/ Silverado 

had substantial grovth in high-risk assets much of vhich 

vas funded vith deposits received through money-desk operations 

or from brokers. This grovth occurred after the deregulation 

of thrift interest rates and investment activities and the 

attendant liberalization of Pederal Home Loan Bank Board 

regulations. A large concentration of assets in commercial 

real estate and land loans and in real estate investments 

proved to be particularly deadly when real estate values 

vere hit by a prolonged and severe real estate depression 

as a result of the real estate being located in economically 

distressed areas. Most of the transactions and matters 

of significant supervisory concern at Silverado vere discovered 

after Terry Sandefur vas assigned to the institution and/or 

in connection vith the December l r 1986/ comprehensive examination. 

It has been more than 18 months since Silverado vas put 

through receivership. When that occurred/ the Bank no longer 

had any supervisory responsibility for the institution. 

Representatives of OTS submitted more that 250 pages of 

vritten testimony to the Committee and gave oral testimony 

at the Committee hearings last month. That testimony discussed 
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Silverado's operations and its regulation, supervision and 
"closing” in much detail. 

I believe the regulatory staff acted appropriately upon 
receipt of evidence of significant supervisory concerns 
at Silverado. Regulatory actions were taken when grounds 
were established for such actions. As in all respects of 
regulatory oversight and lav enforcement, policing actions 
lag behind infractions. In the Silverado case, a sophisticated 
management team and the opinions of appraisers, independent 
accountants, consultants and attorneys, delayed the discovery 
of significant supervisory concerns and remedial actions.. 

Mr. Chairman and members of the Committee this concludes 
my remarks. I have copies of my statement that are available 
for you and the record. 
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Jane 19, 1990 

Mr. Chairman, Members of this Committee, my name is 
Kenneth M. Good. I am a businessman engaging in real estate, 
oil, corporate and commodity interests for the past two 
decades in Colorado, Texas, Florida, and New York. I have 
served as a member of the Boards of Directors of numerous 
corporate, civic and charitable entities throughout my 
career, being the youngest Trustee in the history of 
Southern Methodist University, and a member of the Board of 
Trustees of the Denver Symphony. 1 have established numerous 
scholarship programs for students of higher education; and I 
have endowed the Kansas Institute of Peace at Bethel College. 
In 1987, one of my real estate projects in Florida was named 
the ’best planned community in the United States” by the 
National Association of Home Builders. 

I am pleased to have this opportunity to assist the 
Congress in assessing the collapse of the savings and -loan 
industry, and considering what should be done differently in 
the future to avoid this kind of tragic financial crisis 



which has so adversely affected so many individuals, myself 
included. 

It is certainly understandable that the S6L crisis, 
as it has grown from $10 billion, to $50 billion to $250 
billion, to who knows where, has attracted the interest and 
concern of the Administration, Congress, the press, and the 
taxpaying public. Was the crisis predictable? I answer 
unquestionably. Yes. Was the extent of the crisis 
predictable? I answer unquestionably. No. Let me elaborate. 
In 1987, at a keynote speech before the Urban Land 
Institute's annual meeting, the former Chief Economist of the 
New York Stock Exchange, Dr. William Freund warned of the 
effects of the emerging problem loans within the S&L 
industry, with the theme that the $10 billion problem, if not 
curtailed, could be highly inflationary if it grows to $15 
billion or $20 billion. After his speech. Dr. Freund 
entertained questions, and I reluctantly challenged his facts 
with the observation that I happen to believe that the 
problem today is closer to $50 billion, and if this is the 
case, what would be the extent of the inflationary concerns 
you would expect? His response was that he felt confident 
that the problem was only $10 billion, implying that my 
question was ridiculously rhetorical. (A tape of this 
interchange is offered as Exhibit A. ) 
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The important issue today though, is why did I, in 
1987, think the problem was in the $50 billion range. 

First, as a developer in the Dallas and Denver 
Markets, i observed firsthand the dramatic effect on real 
•state values, when oil prices in late 1985 and early 1986 
collapsed from $30 to $10 per barrel. 

Second, 1 had observed the hyper- increase in property 
values, particularly in Texas, during the previous five 
years, and felt that the speculative bubble could certainly 
not be sustained, and was likely to burst. 

Third, as an active participant in credit markets , I 
observed that the rapid expansion of funding available to 
financial institutions had created pressure to loan 
increasingly large sums. 

Fourth, the combination of the regional recession, or 
actually depression, created by the collapse in oil, and the 
increasing and indiscriminate supply of money available for 
real estate lending, resulted in a tremendous supply /demand 
imbalance, and the only effect of this could be decreasing 
real estate values in the oil patch states. 


3 



So, yes, I felt there would be a major S&L crisis; 
but no, I did not think it possible that it would grow five 
or ten times beyond my $50 billion estimate. So the second 
question is "Why has it grown to such spiraling proportions? 

First, the regional recession soon became a regional 
depression, as virtually every major financial institution, 
Mr. Chairman, in your home state of Texas, collapsed. If in 
1987 I had known, or suggested, that within a few years, 
every major respected financial institution in Texas -- Firs 
Republic, M-Corp . , and Lomas and Nettleton, to name only 
three — would collapse, I would have suggested the S&L 
crisis might approach $250 billion. 

Second, in 1987 and 1988, property values, 
particularly speculative office buildings and undeveloped 
land, declined much further than I expected. Instead of a 
normal recessionary adjustment of 25%, it was not uncommon 
for values by 1988 to be only 25% of their 1985 value. 

Third, what started as a real estate depression in 
the oil patch states, has spread to a severe national real 
estate industry recession, affecting the Northeast, the 
Southeast, and even the far West. 
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Possibly the sost significant impacts of the growing 
crisis have been experienced during 1989 and 1990. Why? 

First and foremost. Chairman Greenspan recently spoke of the 
possible "credit crunch" in the real estate industry. I 
would add that there is not a possible "credit crunch” but 
nearly an absolute unavailability of new funding for the 
acquisition of or development of real estate from the two 
largest historic lenders to the real estate industry, the 
SfcL's and commercial banks. Until these historic suppliers 
of funding are allowed or encouraged to resume a normal and 
responsible role, values will continue to decline, which will 
only exacerbate the size of the problem. 

How can the RTC expect to market over $500 billion, 
possibly $1 trillion, of real estate, if no financing is 
available to responsible developers or investors? 

A second problem that continued to grow in 1989 and 
1990 is the enormous difficulty, from an administrative 
standpoint, in coping with the size of the problem. I am 
sympathetic with the enormity of the regulatory challenge in 
dealing with all of the issues, but until decision-making can 
be streamlined, the financial cost of the bailout can only be 
expected to grow. 
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You will note I have not spoken of fraud or criminal 
activity. Yes ,• I believe the demise of some S&L's say have 
been caused by such. However, I am not aware of fraud or 
crimes that were c omitted by Silverado, its officers and/or 
directors. Possibly mis judgment, or possibly false hopes foi 
a quicker recovery in the Colorado real estate market, or 
aggressiveness in growth and lending practices, or aggressive 
reporting of financial position. But, all of my dealings 
with Silverado. and its affiliates were carried out in a 
straight-forward, normal business manner with arms-length 
negotiations involving attorneys on both sides. 

As I hear the increasing hostility that has developed 
towards the S&L crisis, I think of two old adages t "Success 
has a thousand fathers, and failure is an orphan"; and 
equally relevant, "Let him without fault cast the first 
stone." The S&L crisis, the orphan that it is, will continue 
to have many fathers. But, let's all stop throwing nuclear 
bombs at the reputations of those whose only mistake was to 
face the tragic realities of crumbling real estate economies. 
These oversight hearings can and should seek answers from the 
mistakes of the past; but, unfortunately for all of us, we 
cannot retroactively recreate the markets that existed in the 
past. Our significant opportunity is to learn from the past, 
and for this Committee to consider corrective legislation if 
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such is needed to properly insure a stable and prosperous 
future for America and its citisens. 

Mr. Chairman, 1 believe that it is appropriate that I 
respond to same of the questions that have been posed with 
respect to my relationship with a longstanding friend and 
business associate, Neil Bush. 

Neil Bush joined the Silverado Board in the summer of 
1986, which was after every transaction that I had with 
Silverado was initiated. Thereafter, there were restructures 
of our initial agreement, but at no time did I ask or expect 
Neil to influence or vote on any of the transactions that 
were negotiated with Silverado management. To the best of my 
knowledge, all of these actions were approved not only by the 
Silverado Board (with Neil abstaining) but also by the 
Federal Regulatory Agency in Topeka, Kansas. 

My business relationship with Neil Bush began in the 
early 1980 's. Neil became aware of ay financial commitment 
to oil and gas exploration, and after much discussion and 
negotiations, I agreed to invest approximately $1 million in 
JMB Exploration, a partnership in which Neil, together with a 
geologist and geophysicist were the operating partners, and 
Bill Walters and Bill Schafel were passive investment 
partners owning a 12.5% combined interest. Subsequently, in 
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1986 I desired to increase my investment, and I insisted c 
obtaining an 80% interest for the additional funds I had 
planned to invest, at which time we purchased the interest 
the passive partners. 

One matter which has been questioned involves the 
proposed $900,000 line of credit discussed with Silverado 
relation to one of my companies. Good International. I cc 
have obtained such a commitment from virtually any bank in 
the United States. It was never intended nor necessary to 
fund the financing, and no loan was ever made by Silveradc 
with respect to the proposed letter of credit. I was advi 
v that the letter of credit was approved, but with the 
^condition that prior to issuance or funding, Silverado wou 
require from me hard collateral to support the loan. Sine 
the line of credit was never issued, I never negotiated wi 
Silverado on the collateral, so the proposed loan was neve 
consummated . 

—Finally, during. the preceding hearing, and in late 
press reports, a great emphasis was placed on the $100,000 
loan nude by me to Neil. I would like to set the record 
straight on this matter. Neil testified that you would ha 
to understand Ken Good to understand the loan relationship 
but he did not elaborate, so I will. I made the $100,000 
loan to Neil in 1984, prior to Neil's appointment to the 


8 



315 


Silverado Board, but after he became a valued partner of mine 
in the oil and gas business and a personal friend. Why? 
During the preceding days or weeks, I had made several 
Billions dollars trading commodities , and thought I would 
■ake several millions more; and it was ay desire to share the 
reward, but not the risk, with several valued business and 
personal associates. This was in keeping with a long 
established modus operand! of mine to share ay success with 
other business associates, whose efforts and dedication made 
substantial contributions to ay financial success. What did 
I do? 


I advised several of ay close associates, including 
my secretary, bookkeeper, and others, that I desired to loan 
the money to thea to set up commodity accounts that I would 
invest on their behalf, with the provision that all profits 
if any, would be theirs, but any losses I would absorb. 

During our first few days, each of the participants, 
including ayself, had substantial, unrealized profits, which 
was lost pleasing to me. I communicated with each of the 
associates regularly, advising them of the profits that could 
be taken, telling thea that they may desire to take the quick 
profits and run - but that I was staying with my substantial 
position as I felt prices would continue to spiral. One of 
the accounts said to sell. Unfortunately, the rest, 
including myself, did not, and the quick profit turned to a 

- 9 - 



316 


quick loss . As per the agreement with Neil, my secretary, my 
bookkeeper, and the others, I absorbed the full loss. 

In conclusion, with respect to Neil personally, I 
must admit that I am shocked by the personal attacks that 
continue to be made upon him with regard to his role in 
Silverado. I can testify without hesitation that Neil is a 
man of absolute integrity, and I don't know of one single 
individual who knows or has dealt with him who would question 
Neil's integrity - in thought, word or deed. 

Thank you. 
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Sta te— n t of M.D.C. Holdings, Inc. 
to the 

Co—ittee on Banking, Housing and Urban Affairs 

of the 

United States House of Representatives 

M.D.C. Holdings, Inc. ("MDC") is a diversified 
homebuilding company based in Denver, Colorado. Since its 
formation in 1972, MDC has grown to be Colorado's largest 
homebuilder and one of the largest homebuilders in the 
United States. The company now builds homes across the 
country, including Northern and Southern California, the 
Washington, D.C. metropolitan area, the Denver area, the 
Las Vegas, Nevada area, and Arizona. MDC has constructed 
homes for more than 29,000 families located throughout the 
United States. MDC has assets of approximately $1.6 
billion and stockholders' equity of in excess of $150 
million. Its stock is traded on the New York Stock 
Exchange. 

The subject of these hearings is Silverado 
Banking, Savings and Loan Association ("Silverado 
Banking") . MDC was not a substantial borrower from 
Silverado Banking. The few loans made by Silverado 
Banking to MDC have been repaid or are current. MDC did 
invest an aggregate of $20 million in Silverado Banking in 
1984 and 1986. However, MDC was a passive investor and 
exercised no control or influence over Silverado Banking's 
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management. No official of MDC evar was a uabar of 
Silverado Banking's board of directors. 

When the thrift failed, MDC lost its entire 
investment in Silverado Banking. MDC invested in 
Silverado Banking based upon, among other things, the 
thrift's record of growth and audited earnings, which 
recently released FHLBB documents indicate may have been 
misleading. 

MDC welcomes this opportunity to assist the 
Committee in its investigation of the causes of the 
current crisis in the thrift industry. Homebuilding is 
one of the engines that drives our economy. In addition, 
home ownership is the American dream; a goal for all to 
strive for. The thrift industry plays an integral role i 
fulfilling this dream. As a homebuilder, MDC is conceme 
that unless the savings and loan industry is brought back 
to health and continues to provide residential mortgages 
to America's families, the American dream of homeownershi 
may die. MDC is pleased to assist this Committee as it 
conducts these important oversight and investigatory 
hearings . 

i. Overview at HOC 

MDC is active in all phases of the homebuildinq 

industry. 
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o MDC acquires and develops vacant land; 

o MDC plans communities and constructs 
individual hoses; 

o MDC markets and sells hoses to individual 
ho— buyers ; 

o MDC provides sortgage loan financing to its 
custa— rs. 

As a homebuilder, MDC constructs primarily single-family 
detached homes. In its homebuilding operations, MDC plans 
and builds residential communities with shared 
architectural features and recreational amenities. MDC 
sells the mortgage loans it originates for its homebuyers 
to investors nationwide. 

A. Growth of MDC's Hom ebuilding Operations 

MDC was founded in 1972. Originally MDC was 
engaged in building apartments for a fee and constructing 
lower-priced condominiums in Colorado. In 1977, MDC began 
building single-family homes in the Denver area. 

In the 1980's, MDC was a pioneer in the 
construction of "planned unit developments." These are 
large-scale residential communities having common 
architectural elements and landscaping as well as leisure 
facilities. The Piney Creek project in Denver, begun in 
1981, was MDC's first such planned unit development. A 
planned unit development involves substantial costs for 
roads, sewers, landscaping and other infrastructure 
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improvement* before homes can be built and sold. To help 
defray these substantial up-front costs and lessen its 
risk, MDC developed a strategy of selling portions of 
these large projects to other builders and land 
developers. Over time, this strategy proved successful. 
MDC found that the presence of several homebuilders in on« 
large development increases consumer interest in the 
project: customers are able to "shop" for homes and 

compare quality, design, features and price. It is MDC' s 
experience that when customers compare MDC's homes to the 
competition, they recognize the quality of MDC's product 
and purchase MDC's homes. 

As the economy in the entire Southwest 
flourished in the early 1980's, MDC began building homes 
outside the Denver area. During 1983, MDC expanded its 
operations into northern Colorado, Colorado Springs, 
Phoenix, Arizona and Orlando, Florida. In 1984, MDC 
entered the Tucson, Arizona market and in 1985 expanded 
its operations to the Washington, D.C. metropolitan area 
and Southern California. 

In 1986, MDC acquired Wood Bros. Homes, Inc., ai 
established national homebuilder. With this acquisition, 
MDC virtually doubled in size (homebuilding assets 
increased from approximately $275 million to over $500 
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million) . As a rasult, HOC had become tha largast 
homebuilder In Colorado and ona of tha largast 
homabuildars in tha antlra country (in 1985, MDC sold 
2,377 hoaas, ovar 60% of which wara in Danvar. In 1986, 
MDC incraasad its salas to 5,081 homes nationwida) . 

MDC's acquisition of Wood Bros, anhancad its oparations in 
Danvar, Phoanix and Tucson, substantially axpandad MDC's 
oparations in tha Washington, D.C. metropolitan area, and 
enabled MDC to enter tha San Antonio and Dallas markets. 

Following its acquisition of Wood Bros., MDC 
continued to enter new markets. 

o In July 1986, MDC substantially enlarged 
its Southern California operations. 

o In 1987, MDC commenced operations in 
oo Austin 
oo Atlanta 
oo Sacramento 
oo Las Vegas and 
oo Taapa-St. Petersburg. 

B. MDC's Ori gination of Residential Mo rtgage Loans 

With the expansion of its homebuilding 
operations, MDC became a full-service residential 
homebuilder and began to provide mortgage financing to its 
homabuyars. MDC has an interest in ensuring the 
availability of affordable mortgage financing for its 
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homebuyers . To Mat this naad, HOC, in 1984, fomd 
HomeAmerican Mortgaga Corporation. This subsidiary, which 
is a government-approved mortgaga loan originator and 
sazvicar, originates mortgaga loans primarily for MDC's 
customers. 

However, HOC, whose business is hoaabuilding, 
cannot hold large numbers of residential mortgages for 
lengthy periods of time. To do so ties up the working 
capital MDC needs to develop land and construct homes. As 
a result, MDC, like other mortgage companies and 
homebuilders, sells the residential mortgages it 
originates to financial institutions, insurance companies 
and other investors in order to originate mortgages for 
new customers. 

C. Decline in Southwest Housi ng Markets 

In 1986, the real estate market in Denver and 
the Southwest began to decline with the general recession 
that swept the area. The homebuilding industry was among 
those hit hardest. In Denver, the total number of new 
homes constructed fell from 12,100 in 1985 to 7,200 in 
1987. In 1989, only 5,762 building permits for new homes 
were recorded in Denver. 1989 was the slowest year for 
housing starts in Colorado in 34 years. 
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MDC, like other homebuilders, has suf fared - from 
this depressed housing market. In 1987, the company sold 
1,200 houses in Colorado. In 1988, this number dwindled 
to 700 houses and in 1989 MDC sold only 500 houses in 
Colorado. Moreover, some of MDC's major Southwest 
markets, including Phoenix, Dallas, San Antonio and 
Austin, also experienced a significant drop in land values 
and home sales. 

D. MDC's 1988-1989 Reorganization 

To respond to the economic downturn, in 1988 and 
1989, MDC downsized or discontinued homebuilding in 
several depressed Southwest markets. MDC significantly 
reduced its operations in Phoenix and Denver and sold or 
liguidated its Dallas, San Antonio, Austin, Tucson, 
Colorado Springs, Orlando and Atlanta operations. While 
MDC had 1,260 full-time employees at December 31, 1987, 
the company has reduced its employees to 690 at December 
31, 1989, including eliminating over 400 positions in 
Colorado, Arizona and Texas. 

MDC believes it has positioned itself to take 
advantage of the stronger California and Washington, D.C. 
metropolitan area housing markets, which themselves have 
slowed significantly. Nevertheless, the recession in the 
Southwest continues to affect adversely the company's 
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overall performance. The company continues to reduce 
overhead and is deterained to weather these negative 
market conditions. Its operations have begun to stabilize 
and the company remains committed to Colorado at a time 
when all its major competitors in Colorado have withdrawn 
from the market. 

II. Silverado Banking's Focus on Coanercial Real Estate 
Lending and Entry into the Residential Development 
Business 

Publicly available documents disclose the 
following information about Silverado Banking. Silverado 
Banking originally was created in 1956 as a Colorado 
state-chartered thrift named Littleton Savings. In 1976, 
James Metz acquired control of the institution and in 1980 
changed its name to Silverado Savings. When regulatory 
restrictions on the thrift industry were relaxed in 1982, 
the thrift changed its name to Silverado Banking, 
signalling a change in the focus of its operations. 

Traditionally, the thrift industry had been a 
retail business: thrifts solicited small deposits from 

many individuals and issued mortgages to many homebuyers. 
After the thrift industry was deregulated, Silverado 
Banking apparently took on a more wholesale orientation. 
The FHLBB allowed thrifts such as Silverado Banking to pay 
Wall Street brokers to solicit large deposits, on which 
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they had to pay higher rates of interest as well as 
commissions. To maintain their profits (their margin of 
interest earned on loans and other assets over interest 
paid on deposits the costs of operations) , thrifts were 
required, as a result, to make more aggressive, higher 
interest rate loans. 

Like many newly deregulated thrifts, Silverado 
Banking decided to concentrate on commercial real estate 
lending. In 1984, Silverado Banking's management 
announced it had determined to take advantage of 
deregulation by ceasing its traditional business of making 
residential mortgage loans. Instead, they proposed to 
concentrate their efforts on making loans to finance 
commercial real estate development. The thrift declared 
its willingness to provide "needed capital for all types 
of commercial real estate projects.” With the approval of 
the FHLBB, Silverado Banking turned away from the thrift 
industry's Congressional mandate of making lower risk 
residential home loans in favor of making higher risk 
commercial loans. 

In addition to loaning money to developers of 
commercial real estate, Silverado Banking decided to enter 
the commercial, multifamily and residential real estate 
development business itself. In 1984, Silverado Banking 
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formed a real estate joint venture called Silverado- 
Elektra Venture, Ltd. ("Silverado-Elektra”) that invested 
in both commercial properties and large planned unit 
developments. Silverado Banking was a 50% owner of 
Silverado-Elektra and loaned money to Silverado-Elektra to 
finance its land acquisition and development activities. 

III. MDC's Passive Investments i n Silverado Banking 

As a homebuilder, MDC was familiar with the 

changes to the regulations governing the thrift industry 

adopted in the early 1980's. As MDC's management 

observed the rapid growth and high reported profits of 

many thrifts, it concluded that the industry presented 

good investment opportunities. 

A. MDC's Passive Investment in Silverado 
Banking Preferred Stock 

In 1984, representatives of Silverado- 

Elektra discussed Silverado-Elektra' s new business plans 

with MDC. They were interested in buying real estate from 

MDC and negotiated the purchase of several parcels of real 

estate designated for commercial and multifamily use. 

The parcels were part of a large project adjacent to MDC's 

successful Piney Creek project. Officials of Silverado 

Banking also suggested that MDC invest in the preferred 

stock of the thrift. Silverado Banking's publicly 
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reported audited financial results indicated it was an 
extreaely successful enterprise at that tine with 
considerable potential: the thrift's assets had increased 

more than tenfold in the years 1980 to 1984. The 
preferred stockrthat Silverado Banking offered MDC was a 
very attractive investment: it earned dividends, payable 

quarterly, at an annual rate of at least 10.5%. Under the 
tax laws at the time, the dividends received by MDC were 
85% deductible, increasing MDC's effective rate of return 
on the investment. The terms of the preferred stock 
provided that Silverado Banking could not issue any other 
stock with rights superior or equal to the shares 
purchased by MDC. MDC's preferred stock was convertible 
into common stock after a number of years; this appealed 
to MDC, which hoped to make a profit if Silverado Banking 
went public. 

MDC had no right to place directors on the 
thrift's board unless Silverado Banking did not pay 
dividends for a long period. MDC never exercised this 
right. MDC's preferred stock had no voting rights and 
gave MDC no voice in the thrift's management. MDC 
purchased a total of $6 million of Silverado Banking 
preferred stock out of a total of $35 million sold. 
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B. MDC's InvutMnt in Silverado B»nHn^ 
Subordina ted Debt 

Publicly available documents indicate that, in 
1986, Silverado Banking's management wanted to obtain 
additional capital for the association to support 
continued expansion. Silverado Banking (as well as many 
other thrifts) had determined to sell subordinated debt to 
increase its regulatory capital. Silverado Banking 
requested permission from the FHLBB to sell up to an 
additional $70 million of debt. 

In June 1986, in connection with a sale of real 
estate and single-family residential mortgage loans to 
Silverado Banking, MDC purchased $14 million of Silverado 
Banking subordinated notes. The subordinated notes earned 
interest at 15% per annua payable quarterly. MDC 
purchased the subordinated debt believing, again after 
having reviewed Silverado Banking's financial results and 
audited accountants' reports, that the thrift had adequate 
reserves and was on a solid financial footing. 

This additional investment was consistent with 
MDC's role as a passive investor in Silverado Banking. 

The purchase of the subordinated notes did not provide MDC 
with any control over the thrift or any role in its 
management. Although MDC was offered the opportunity to 
exchange its preferred stock in Silverado Banking for 
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preferred stock in a nsvly created holding company, MDC 
elected not to exchange its shares. MDC continued to hold 
its preferred shares, directly in Silverado Banking. A 
FHLBB internal document recently made public indicates 
that violations of federal thrift regulations may have 
occurred in transactions between and among Silverado 
Banking, the new holding company , officials of Silverado 
Banking and holders of the new holding company's preferred 
stock. MDC did not participate in these transactions. 

C. FHLBB Approvals of MDC 'a Investments 

MDC' s investments in Silverado Banking were 
approved by the Federal thrift regulators. MDC was told 
by Silverado Banking officials that they h&d discussed 
MDC's 1984 purchase of preferred stock and concurrent sale 
of real estate with officials of the Federal Home Loan 
Bank of Topeka before the transaction was entered and the 
regulators had no legal objections to the transaction. 

From documents now publicly available, it appears the 
statements made were accurate and approvals were obtained. 
In addition, appraisals obtained at the time of the 
transaction (and reviewed and approved, without material 
questions, by the FHLBB District Appraiser) supported the 
value of the property negotiated by MDC and Silverado- 
Elektra. MDC's purchase of subordinated debt and 
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concurrent sale of real estate and mortgage loans also 
were disclosed to Federal Home Loan Bank of Topeka 
regulators by Silverado Banking. Indeed, the purchase of 
the subordinated debt was placed in escrow until the FHLBB 
approved the transaction. 

In addition to approving MDC's investments in 
Silverado Banking, FHLBB regulators carefully monitored 
the financial condition and lending practices of Silverado 
Banking from 1981 onward. In a series of reports and 
memoranda. Federal regulators questioned Silverado's 
concentration in commercial real estate lending and 
provision for loan losses. These FHLBB documents, 
recently made public, were not available to MDC in the 
years 1984 to 1986 when MDC invested in the thrift. They 
apparently painted a different picture than the thrift's 
audited financial statements, upon which MDC relied. 

Federal regulators questioned Silverado 
Banking's commercial loan underwriting as early as 
February 8, 1983. In a special examination of Silverado 
Banking completed November 6, 1985, Federal regulators 
assigned the thrift a rating of ”4" on a scale of "l" to 
"5" (strongest to weakest) . This examination noted 
Silverado Banking's asset concentration in higher risk 
commercial loans and questioned the quality of those 
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as**ts. In an examination completed on July 22, 1987, the 
regulators noted excessive loan concentration and credit 
risk, poor underwriting, excessive compensation and self- 
dealing. Despite the FHLBB's recognition of substantial 
problems at Silverado Banking, no regulatory action was 
taken until October 26, 1987, when a Supervisory Agreement 
was signed by the thrift. 

During the period 1983 to 1986, Federal 
regulators approved business plans submitted by Silverado 
Banking which called for substantial yearly growth in 
Silverado Banking's assets. In addition, the regulators 
helped to ensure this growth in assets by allowing 
Silverado Banking to obtain high cost deposits through 
Wall Street and through hundreds of millions of dollars in 
advances from the FHLBB of Topeka. 

D. MDC Lost Its Entire Investment in Silverado 

Bank-imy 

MDC did not invest in Silverado Banking after 
June 1986. In the summer of 1988, after the deterioration 
in Silverado Banking's financial condition became known, 
MDC in order, among other things, to avoid the total loss 
of its investment, considered combining with a real estate 
developer, David Feinberg, to acquire Silverado Banking 
and capitalize it with real estate. MDC and Mr. Feinberg 
together proposed to acquire the thrift's real estate 
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assets under the teres of a forbearance agreement with 
federal thrift regulators. At MDC's direction, these 
negotiations were disclosed to the FHLBB by Silverado 
Banking management. HOC was informed that the thrift's 
regulators would not accept real estate ae capital. 
Following Silverado Banking's addition in July 1988 of 
$198 million to its loan loss reserves as of December 31 , 
1987, MDC wrote off its entire $20 million investment in 
Silverado Banking. With the receivership, there appears 
to be no likelihood that MDC will recover any portion of 
its $20 million investment. 

IV. Overview of MDC's Business Transactions with 
silvmi-ado Bonking »"d Silverado-Klektra 

A. MDC's Business Objectives 

MDC's goal as a homebuilder is to add value to 
real estate by developing vacant land into residential 
communities. To achieve this result, MDC must purchase 
well-located parcels of land; zone the land for 
residential homebuilding ; develop the land into finished 
homesites by clearing and earth-moving to achieve the 
proper contouring; construct infrastructure improvements 
such as roads and sewers; build houses on the sites; sell 
the houses to customers; finance the customers by 
originating mortgages; and sell the mortgage loans to 
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complete the process of turning the funds MDC invested in 
the vacant land and improvements back into cash at a 
profit. The earlier stages in the process involve the 
greatest risk: in developing vacant land into finished 

hosesites, one runs risks such as the denial of needed 
zoning and the impact of soil or environmental problems on 
development costs. If the company successfully can run 
these risks, the finished sites can be used in MDC's 
honebuilding operations and sold to other homebuilders and 
land developers. MDC often takes these risks itself, but 
more often looks for others willing to share these risks. 

As a public company, MDC has a responsibility to 
maximize its stockholders' return on investment. To do 
so, MDC must ensure that it has an adequate supply of 
finished building sites in markets where it expects home 
sales to be strong, in determining the size of its 
inventory of residential real estate, MDC must consider 
the risks in owning large amounts of land and the 
availability of working capital from banks and other 
lenders to develop the real estate and hold the finished 
sites until needed for homes. 

MDC employed two primary business strategies in 
the years 1984 to 1988 to strike this balance. First, MDC 
sought to sell some of its commercial parcels, undeveloped 
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residential property and surplus finished sites to 
developers, such as Silverado-Elektra. MDC had decided 
early on not to develop commercial property. In the 
1970's, MDC had attempted to develop part of a large 
commercial project but found the company did not have *•>»« 
expertise or the .contacts necessary to develop commercial 
property successfully. MDC also was interested in selling 
portions of its large residential planned unit 
developments in order to defray the costs of, and lower 
its risk in, these large projects. 

Second, MDC developed cost-effective mortgage 
programs to assist homebuyers in qualifying for 
mortgages. This was particularly necessary in the rapidly 
declining Texas, Colorado, and Arizona markets, where MDC 
had to provide attractive mortgage financing to homebuyers 
in order to sell homes. Homebuilding is a cash-intensive 
business. MDC then sold the mortgages, recovering the 
cost of the land and the house. 

B. Real Estate Transactions 

Through Silverado-Elektra, Silverado Banking was 
investing heavily in commercial and large-scale 
residential real estate projects in Denver and in the 
Southwest. MDC, in contrast, was concentrating on single- 
family residential homebuilding, including projects in 
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Denver and the Southwest. MDC also was implementing its 
strategy of selling portions of its large planned unit 
developments, including property in these developments 
zoned for commercial and multifamily use, to others. 

To implement these business strategies, MDC 
entered into a number of real estate transactions with 
Silverado-Elektra. Silverado Banking purchased 
residential real estate and commercial parcels located in 
some of MDC's larger residential projects. Silverado 
Banking could develop the residential real estate into 
finished sites and sell these at a profit to homebuilders, 
including MDC. All of the real estate transactions 
between MDC and Silverado-Elektra were negotiated at arms- 
length. 

Silverado Banking purchased, directly and 
through Silverado-Elektra, approximately $60 million of 
real estate in Colorado, Arizona, Texas and California 
from MDC from 1984 to 1986. During this period, MDC had 
total revenues of over $1.5 billion. In some instances, 
Silverado-Elektra paid for the property with promissory 
notes for part of the purchase price — in effect 
borrowing a total of approximately $18 million from MDC. 

In most cases, MDC retained options to 
repurchase a portion of the property sold to Silverado- 


19 



386 


Elektra after the parcel was developed into finished 
hoses i tea. These options assisted MDC in ensuring that it 
would have an adequate source of finished honesites in the 
future. In other instances, Silverado-Elektra wanted MDC 
to have an option to repurchase a portion of the finished 
homesites to ensure itself that once the development 
process was completed, Silverado-Elektra would have a 
large homebuilder building in the project. This would 
help ensure that other homebuilders would purchase 
finished sites and build homes in the project. 

All land sales made by MDC to Silverado Banking 
and Silverado-Elektra occurred by September 1986, before 
the major downturn in the Southwest real estate market. 
Appraisals ordered by Silverado-Elektra or Silverado 
Banking document the value of most properties MDC sold to 
Silverado-Elektra. The proof of the pudding, however, is 
that land development has been completed on many of »hese 
properties, homes have been built, and families are now 
living there. 

C. Purchases of Home Mortgages 

Publicly available documents reveal that in 1986 
and 1987 Silverado Banking was trying to reduce its 
concentration on commercial real estate lending. To 
achieve this objective, Silverado Banking purchased 
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approximately $200 million of home mortgage loans from 
MDC. Substantially all of these mortgage loans were 
originated by MDC for purchasers, of homes from MDC and 
were secured by houses MDC had built in Texas, Arizona and 
Colorado. As described above, MDC sold the mortgage loans 
it originated to create the liquidity it needed to make 
mortgage loans available to new buyers. Silverado 
Banking, in contrast, had a Congressional mandate to hold 
a portfolio of residential mortgages. 

The mortgage loans sold by MDC to Silverado 
Banking have performed within normal commercial 
expectations. In some instances, MDC guaranteed a 
percentage of the mortgage loans against default and 
guaranteed a certain rate of return to Silverado Banking. 
MDC has honored these commitments. MDC continues to 
service these mortgages and to deliver a monthly payment 
of over $1 million to Silverado Banking. In fact, these 
mortgages have had a lower rate of default than nationwide 
default rate on VA/7HA mortgages. 

As partial payment for a majority of the 
mortgages MDC sold to Silverado Banking, Silverado Banking 
delivered to MDC junior interests in Silverado Banking's 
commercial loan pool. MDC's junior interests totalled $25 
million while the entire pool was over $1 billion. With 
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the knowledge of Federal banking regulators, Silverado 
Banking had combined its real estate loans into one larc 
package and was seeking to interest investors in port i or 
of the package. This commercial loan pool included over 
$500 million, of loans on commercial development projects 
in Colorado and Texas. These loans in large measure 
subsequently have proven to have been poorly underwrite 
The commercial loan pool also included a $100 million 1< 
secured by real estate to a failed California thrift ant 
$57 million of mortgage-backed securities that were in 
default. 

Defaults in the loan pools were charged first 
the junior interest in the pools, so- MDC bore the risk 
that the loans would not perform. MDC was entitled to 
receive regular interest on its junior interest even if 
its share of the principal of the pool was eliminated, 
with the concurrence of its auditors, MDC valued the 
junior interest as a stream of income. Silverado 
Banking's commercial loan pool deteriorated to such an 
extent, though, that in 1988 the thrift added $198 
million to its loan loss reserves. MDC has written off 
entirely its $20 million junior interest in the loan poc 
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D. HOC Had An Arms-Length Commercial Relationship 

with Silverado Banking 

1. HOC in no way controlled Silverado 

Banfcim. I 

MDC's investment in Silverado Banking preferred 
stock and subordinated debt was a passive investment. MDC 
never participated in the management of Silverado Banking. 
No officer or director of MDC ever was an officer or 
director of Silverado Banking. MDC always negotiated with 
Silverado Banking and with Silverado-Elektra at arms-* 
length, as with any other party in the real estate 
business. MDC did not have access to the FHLBB's reviews 
of Silverado Banking. MDC relied instead on audited 
financial statements from Silverado Banking's auditors 
that recently released FHLBB documents indicate may have 
been misleading. MDC timely disclosed all material 
transactions with Silverado Banking in its periodic 
reports filed with the SEC and distributed to 
stockholders. MDC has honored all business obligations to 
Silverado Banking and Silverado-Elektra, even though they 
have defaulted on certain obligations to MDC. 

2. MDC was not a major borrower of Silverado 

Banking. 

MDC was never a major borrower from Silverado 
Banking. MDC never received a line of credit from 
Silverado Banking and never obtained commercial real 
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estate financing from Silverado Banking. Silverado 
Banking never loaned money to MDC to purchase property 
from any third party. Silverado Banking in December 1985 
loaned MDC $20 million secured by mortgages and other 
notes receivable. MDC repaid the indebtedness in full in 
May 1986. Silverado Banking extended credit to MDC in 
connection with MDC's purchase of one property from 
Silverado-Elektra in 1987. MDC repaid that indebtedness 
in full. Silverado Banking also extended credit to MDC ii 
connection with one structured financing of assets. In 
September 1985, MDC delivered a $33 million note to 
Silverado Banking to purchase FHIMC participation 
certificates and participations in other mortgages. The 
interest rate on the MDC note was less than the blended 
interest rate MDC earned on the assets it purchased. MDC 
has made all required payments under the note, of which 
$23 million is outstanding. 

Rather than borrowing from Silverado Banking, 
MDC actually loaned money to the thrift. Silverado- 
Elektra borrowed approximately $18 million from MDC in 
connection with purchases of real estate from MDC. 
Silverado-Elektra has defaulted on some $4.4 million of 
this debt. MDC also lost its entire $20 million 
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investment in Silverado Banking preferred stock and 
subordinatad dabt whan tha thrift failad. 

3. MDC Had No Naad For Financing Fran 

Silvarado Banking. 

During tha yaars 1984 to 1988, MDC 'a landers 
included sons of tha largest and nost reputable financial 
institutions in tha United States and had secured credit 
facilities of in excess of $450 million (subject to 
available collateral) . As a New York Stock Exchange 
company, MDC also had access to the nation's capital 
narkets. Since its inception in 1972, MDC has sold over 
$750 aillion in public offerings of equity and debt. In 
short, Silverado Banking never financed MDC's operations. 

4. Magnitude of Business Transactions between 

Silverado Banking and MDC. 

MDC had grown successfully in the honebuilding 
and real estate development business for many years before 
conducting any business with Silverado Banking. During 
the years 1984 through 1988, Silverado Banking was but one 
of a large number of real estate developers and financial 
institutions with which MDC transacted business. 

Similarly, Silverado Banking's transactions with MDC were 
but a small share of Silverado Banking's business. At 
March 31, 1988, Silverado Banking had assets of $2.3 
billion, including the $1.2 billion commercial loan pool. 
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In short, ths relationship bstvssn MDC and Silverado 
Banking and its affiliates was a normal commercial 
relationship. 

5. SBC Concluded There Has No Fraud in 

Transactions Between MDC and Silverado 

Banting. 

HOC's transactions with Silverado Banking have 
been thoroughly reviewed by Federal investigators. In 
April 1988, the Securities and Exchange Commission began 
an investigation of MDC's business activities since 1984, 
including its transactions with Silverado Banking and 
Silverado-Elektra. MDC of its own will conducted an 
exhaustive internal review to respond to the SEC 
investigation and provided the agency with information. 
MDC's counsel and accounting experts reviewed in detail 
not just the items raised by the Commission but some three 
hundred of MDC's material business transactions occurring 
during the period 1984 through 1988. At the conclusion of 
its internal review, MDC voluntarily recorded a $4 million 
accounting adjustment relating to just eight of the 
hundreds of transactions reviewed, including a few 
transactions with Silverado-Elektra. 

On September 1, 1989, MDC concluded the SEC 
investigation by consenting to the entry of an SEC 
administrative order. The SEC order found that MDC's 
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internal accounting controls (which the SEC found "ware 
insufficient to provide reasonable assurances that 
information [pertinent to these transactions] was 
disseminated or considered by responsible corporate 
officials") caused the company to account for the eight 
transactions improperly. HOC did not admit nor deny the 
allegations in the order. While MDC considers the 
allegations in the SEC order serious and the Commission's 
action a significant one, the SEC did not find that MDC 
had committed fraud. No member of MDC's management was 
sanctioned by the SEC and no restatement of the company's 
previously audited financial statements was required. MDC 
also has agreed in principle to settle all securityholder 
claims arising out of the accounting matters that were the 
subject of the SEC investigation. MDC further voluntarily 
instituted quarterly reviews by its independent auditors, 
new internal control procedures governing major 
transactions, and a corporate code of conduct to ensure 
that such problems do not recur. 

In resolving its investigation of the company, 
the SEC acknowledged that MDC had acted responsibly in 
taking "affirmative corrective steps" and recognized 
MDC's "proactive response to the Commission's 
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investigation" and its "cooperation with the Commissi* 
staff." 

v. Conclusion 

As a homebuilder, MDC has a genuine interesl 
seeing that th* savings and loan industry is stable ai 
healthy. Without a viable thrift industry, the Amerit 
dream of home ownership would be unavailable for many 
families and the homebuilding industry would suffer ai 
consequence. MDC hopes that this submission will ass: 
the Committee in defining the causes of the thrift 
industry crisis and those responsible to ensure that ■ 
problems do not recur. MDC also hopes that, under th< 
careful scrutiny of this Committee and principled 
regulators, the thrift industry will return to the mi 
with which it was originally entrusted: to provide 

residential mortgages to American families. 
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JUNE 19 , 1990 

SUPPLEMENTAL STATEMENT OF M.D.C. HOLDINGS, INC. 

BEFORE THE 

COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS 

OF THE 

UNITED STATES HOUSE OF REPRESENTATIVES 

IHJRQBVCTIQH 

M.D.C. HOLDINGS, INC. ("MDC") , THROUGH ITS 
PRESIDENT SPENCER I. BROWNE, VOLUNTARILY HAS AGREED TO 
APPEAR TODAY TO ASSIST THIS COMMITTEE IN EXPLORING THE 
REASONS FOR THE FAILURE OF SILVERADO BANKING, SAVINGS AND 
LOAN ASSOCIATION ("SILVERADO") . MDC UNDERSTANDS THAT THE 
BROADER PURPOSE OF THESE HEARINGS IS TO ANALYZE THE 
REASONS FOR THE NATIONAL THRIFT INDUSTRY CRISIS AND TO 
DEVELOP REMEDIAL LEGISLATION. MDC IS PLEASED TO COOPERATE 
WITH THE COMMITTEE IN THIS EFFORT. AS A MAJOR NATIONAL 
HOMEBUILDER, MDC SHARES THE COMMITTEE'S DESIRE THAT 
THRIFTS RETURN TO THE PURPOSE FOR WHICH THEY WERE 
ESTABLISHED: TO FACILITATE AFFORDABLE HOME OWNERSHIP FOR 

THE AMERICAN PUBLIC. 

MDC PREVIOUSLY SUBMITTED WRITTEN TESTIMONY TO 
THE COMMITTEE IN CONNECTION WITH ITS MAY 22-23, 1990 
HEARINGS ON THE FAILURE OF SILVERADO. THAT TESTIMONY 
PROVIDED AN INTRODUCTION TO MDC AND DESCRIBED MDC'S 
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BUSINESS RELATIONSHIP WITH SILVERADO. IN SUMMARY, THA f 
TESTIMONY EXPLAINED THAT: 

1. MDC WAS A PASSIVE INVESTOR IN SILVERADO 
NEVER WAS A MAJOR BORROWER FROM THE THR! 

2. MDC'S INVESTMENTS IN SILVERADO WERE 
APPROVED BY FEDERAL REGULATORS; 

3. MDC PLAYED NO ROLE IN THE MANAGEMENT OF 
SILVERADO AND NEVER HAD A REPRESENTATIV1 
SILVERADO'S BOARD OF DIRECTORS ? 

4. MDC'S BUSINESS TRANSACTIONS WITH SILVERi 
WERE NEGOTIATED AT ARMS LENGTH AND ALL 1 
LEGITIMATE ECONOMIC PURPOSES? 

5. MDC LOST ITS ENTIRE INVESTMENT IN SILVE1 
WHEN THE THRIFT FAILED. 

MDC INVITES THE MEMBERS OF THE COMMITTEE AND INTERESTE1 
PARTIES TO REVIEW THE WRITTEN STATEMENT SUBMITTED BY MI 
FOR THE MAY 22-23 SILVERADO HEARINGS, WHICH PROVIDES A 
MORE DETAILED REVIEW OF MDC'S BUSINESS TRANSACTIONS WI* 
SILVERADO. 

THIS SUPPLEMENTAL STATEMENT ADDRESSES 
ADDITIONAL POINTS THAT "HAVE BEEN RAISED BY THE COMMITT1 
STAFF SINCE THE MAY 22-23 HEARINGS. THESE POINTS HAVE 
PREVIOUSLY BEEN RAISED IN INACCURATE NEWSPAPER ARTICLE! 
AND OTHER PRESS REPORTS CONCERNING SILVERADO AND THE 
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NATIONAL THRIFT CRISIS. ALTHOUGH THE SUBJECT OF THESE 
HEARINGS IS SILVERADO, THE COMMITTEE STAFF HAS NOTED THAT 
MDC ENGAGED IN BUSINESS TRANSACTIONS WITH OTHER SAVINGS 
AND LOAN INSTITUTIONS. MDC THEREFORE IS SUBMITTING THIS 
SUPPLEMENTAL STATEMENT BECAUSE IT DESIRES TO COOPERATE 
FULLY WITH THE COMMITTEE AND BECAUSE IT WELCOMES THE 
OPPORTUNITY TO CORRECT ANY MISCONCEPTIONS THAT MAY EXIST 
WITH REGARD TO SOME OF ITS PAST BUSINESS TRANSACTIONS. 

MDC BUSINESS TRANSACTIONS 

WI TH THRIFT INSTITUTIO NS 

MDC IS NOT AND HAS NEVER BEEN A PART OF ANY 
EFFORTS TO DEFRAUD FINANCIAL INSTITUTIONS BY PARTICIPATING 
IN "DAISY CHAINS" OR OTHER DECEPTIVE ARRANGEMENTS. THIS 
IS PARTICULARLY IMPORTANT TO BEAR IN MIND SINCE DURING 
THIS COMMITTEE 9 3 ONGOING SERIES OF HEARINGS INTO THE 
THRIFT CRISIS, THE TERM "DAISY CHAIN" ON OCCASION HAS BEEN 
USED TO REFER TO WHAT APPEARS TO BE A SERIES OF 
FRAUDULENTLY CONCEIVED TRANSACTIONS AMONG A NUMBER OF 
FAILED THRIFTS AND CERTAIN FINANCIAL INSTITUTIONS, 
PARTICULARLY THE NOW-DEFUNCT INVESTMENT BANKING FIRM 
DREXEL BURNHAM LAMBERT, INC. ("DREXEL") . THE TERM "DAISY 
CHAIN" HAS "CAUGHT ON," PARTICULARLY WITH THE NEWS MEDIA, 
AND HAS BEEN USED WIDELY IN CONNECTION WITH VARIOUS 
THRIFT FAILURES. UNFORTUNATELY, THE TERM HAS EVEN BEEN 
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USED TO REFER TO SOME OF MDC'S TRANSACTIONS WITH FINi 
INSTITUTIONS. MDC IS NOT AWARE THAT SUCH FRAUDULENT 
ARRANGEMENTS AMONG DREXEL AND OTHER INSTITUTIONS EVES 
EXISTED — HOPEFULLY , THESE HEARINGS EVENTUALLY WILL 
PROVIDE ANSWERS TO THAT AND OTHER IMPORTANT QUESTIONS 
AS A MAJOR NATIONAL HOMEBUILDER, MDC HAS D 
BUSINESS WITH A NUMBER OF THE NATION'S LARGEST FINANC 
INSTITUTIONS . THE INSTITUTIONS WITH WHICH MDC HAS DO 
BUSINESS ALSO INCLUDE A FEW OF THE THRIFTS, SUCH AS 
SILVERADO AND LINCOLN SAVINGS AND LOAN ASSOCIATION 
(••LINCOLN SAVINGS”) , THIS COMMITTEE IS INVESTIGATING . 
MDC'S TRANSACTIONS WITH THOSE ENTITIES WERE ONLY A FE 
THE BUSINESS TRANSACTIONS ENGAGED IN BY MDC, HOWEVER, 
EACH TRANSACTION HAD ECONOMIC SUBSTANCE AND A LEGITIM 
BUSINESS PURPOSE. MDC NEVER SERVED AS A "CONDUIT" TO 
ASSETS FROM ONE INSTITUTION TO ANOTHER. MDC ALWAYS A 
SOLELY AT ITS OWN DIRECTION AND IN THE BEST INTERESTS 
ITS STOCKHOLDERS AND WAS NEVER INFLUENCED OR CONTROLL 
ANY OTHER INDIVIDUAL OR ENTITY. 

MDC HAS ESTABLISHED BOTH THE LEGITIMACY AND 
ECONOMIC SUBSTANCE OF ITS PAST BUSINESS TRANSACTIONS 
THROUGH AN EXHAUSTIVE INTERNAL REVIEW. IN EARLY 1988 
SECURITIES AND EXCHANGE COMMISSION INQUIRED INTO A NU 
OF MDC'S BUSINESS TRANSACTIONS, INCLUDING TRANSACTION 
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WITH SILVERADO AND LINCOLN SAVINGS . DURING 1988 AND 1989 
MDC'S BOARD OP DIRECTORS , ASSISTED BY THE COMPANY ' S 
PROFESSIONAL ADVISORS , VOLUNTARILY CONDUCTED A 
COMPREHENSIVE REVIEW OF ALL OF MDC'S MATERIAL BUSINESS 
TRANSACTIONS OCCURRING DURING THE YEARS 1984 THROUGH 1988. 
AT THE CONCLUSION OF THAT REVIEW, WHICH INCLUDED CLOSE 
SCRUTINY OF MDC'S TRANSACTIONS WITH SILVERADO AND LINCOLN 
SAVINGS, THE COMPANY RECORDED AN ACCOUNTING ADJUSTMENT FOR 
EIGHT REAL ESTATE TRANSACTIONS OUT OF "THE HUNDREDS IT HAD 
REVIEWED. MDC'S INDEPENDENT AUDITORS CONDUCTED THEIR OWN 
REVIEW OF MDC AND CONCURRED WITH THE COMPANY'S 
CONCLUSIONS . 

MDC REPORTED THE RESULTS OF ITS REVIEW TO ITS 
STOCKHOLDERS IN ITS PUBLIC FILINGS. MDC ALSO REPORTED THE 
RESULTS OF ITS INTERNAL REVIEW TO THE SEC. IN SEPTEMBER 
1989 THE SEC ISSUED AN ADMINISTRATIVE ORDER CONCLUDING ITS 
INVESTIGATION OF MDC. THE SEC FOUND THAT MDC HAD FAILED 
TO COMPLY WITH CERTAIN OF THE AGENCY'S REPORTING, 
RECORDKEEPING AND INTERNAL ACCOUNTING CONTROL 
REQUIREMENTS. WHILE MDC CONSIDERS THE SEC ACTION A 
SERIOUS ONE, THE COMPANY WISHES TO EMPHASIZE THAT THE SEC 
ORDER DID NOT CHARGE MDC OR ANY OF ITS OFFICERS WITH FRAUD 
AND DID NOT CONTAIN ANY FINDINGS OF A FRAUDULENT 11 DAISY 
CHAIN" OR SIMILAR MISCONDUCT. MOREOVER, IN CONCLUDING ITS 


5 



350 


INVESTIGATION THE AGENCY INCLUDED IN ITS ORDER 
SIGNIFICANT MEASURES TO ENSURE THAT THE ACCOUNTING 
DEFICIENCIES IT HAD FOUND AT MDC WOULD NOT RECUR. 

THE REMAINDER OF THIS STATEMENT DETAILS MDC'S 
BUSINESS TRANSACTIONS WITH THE THRIFTS THIS COMMITTEE IS 
INVESTIGATING. WHILE MDC WELCOMES THE OPPORTUNITY TO 
CLARIFY THE RECORD REGARDING THESE TRANSACTIONS, IT IS 
IMPORTANT THAT THE READER OF THIS TESTIMONY BEAR IN MIND 
THAT THE TRANSACTIONS DISCUSSED IN THIS TESTIMONY ARE ONLY 
A SMALL PERCENTAGE OF THE MANY TRANSACTIONS ENGAGED IN BY 
MDC OVER THE RELEVANT TIME PERIOD. BETWEEN 1984 AND 1988 
MDC SOLD APPROXIMATELY 20,000 HOMES AND HAD REVENUES OF 
OVER $2.7 BILLION. AS THESE NUMBERS DEMONSTRATE, THE FEW 
TRANSACTIONS DISCUSSED BELOW ARE NOT SUBSTANTIAL WHEN 
VIEWED IN THE CONTEXT OF MDC'S OVERALL BUSINESS ACTIVITY. 

MDC'S INVESTMENTS IN SILVERADO 

AS A HOMEBUILDER, MDC WAS FAMILIAR WITH THE 
CHANGES TO THE REGULATIONS GOVERNING THE THRIFT INDUSTRY 
ADOPTED IN THE EARLY 1980'S. AS MDC'S MANAGEMENT 
OBSERVED THE RAPID GROWTH AND HIGH REPORTED PROFITS OF 
MANY THRIFTS, IT CONCLUDED THAT THE INDUSTRY PRESENTED 
GOOD INVESTMENT OPPORTUNITIES. 
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A. MDC'S INVESTMENT IN 

SILVERADO PREFERRED STOCK 

IN 1984 REPRESENTATIVES OF SILVERADO-ELEKTRA, A 
NEW REAL ESTATE VENTURE FORMED BY SILVERADO, DISCUSSED 
SILVERADO-ELEKTRA'S BUSINESS PLANS WITH MDC. THEY WERE 
INTERESTED IN BUYING COMMERCIAL AND UNDEVELOPED 
RESIDENTIAL REAL ESTATE FROM MDC AND NEGOTIATED THE 
PURCHASE OF SEVERAL PARCELS OF REAL ESTATE DESIGNATED FOR 
COMMERCIAL AND MULTI-FAMILY USE. OFFICIALS OF SILVERADO 
ALSO SUGGESTED THAT MDC INVEST IN THE PREFERRED STOCK OF 
THE THRIFT. SILVERADO'S AUDITED AND OTHER REPORTED 
FINANCIAL STATEMENTS GIVEN TO MDC INDICATED THAT SILVERADO 
HAD BEEN EXTREMELY SUCCESSFUL IN THE YEARS 1980 TO 1984. 
THE PREFERRED STOCK THAT SILVERADO OFFERED MDC WAS A VERY 
ATTRACTIVE INVESTMENT: IT EARNED A INTEREST RATE OF AT 

LEAST 10.5% PAYABLE QUARTERLY. 

MDC HAD NO RIGHT TO PLACE DIRECTORS ON THE 
THRIFT'S BOARD UNLESS SILVERADO DID NOT PAY DIVIDENDS FOR 
A LONG PERIOD. MDC r NEVER EXERCISED THIS RIGHT. MDC'S 
PREFERRED STOCK HAD NO VOTING RIGHTS AND GAVE MDC NO VOICE 
IN THE THRIFT'S MANAGEMENT. MDC PURCHASED ONLY $6 
MILLION OF SILVERADO.I>REFERRED STOCK OUT OF A TOTAL OF $35 
MILLION SOLD AT APPROXIMATELY THIS TIME. 


7 




352 


B. MDC'S INVESTMENT IN 
SILVERADO SUBORDINATED DEBT 

IN 1986 SILVERADO'S MANAGEMENT WANTED TO OBTAIN 
ADDITIONAL CAPITAL FOR THE ASSOCIATION TO SUPPORT 
CONTINUED EXPANSION. SILVERADO HAD DETERMINED TO SELL 
SUBORDINATED DEBT TO INCREASE CAPITAL. IN JUNE 1986, IN 
CONNECTION WITH A SALE OF REAL ESTATE AND MORTGAGE LOANS 
TO SILVERADO, MDC PURCHASED $14 MILLION OF SILVERADO 
SUBORDINATED NOTES. THE SUBORDINATED NOTES EARNED 
INTEREST AT 15% PAYABLE QUARTERLY. MDC PURCHASED THE 
SUBORDINATED DEBT BELIEVING THAT THE THRIFT HAD ADEQUATE 
RESERVES AND WAS ON A SOLID FINANCIAL FOOTING. 

THIS ADDITIONAL INVESTMENT WAS CONSISTENT WITH 
MDC'S ROLE AS A PASSIVE INVESTOR IN SILVERADO. THE 
PURCHASE OF THE SUBORDINATED NOTES DID NOT PROVIDE MDC 
WITH ANY CONTROL OVER THE THRIFT OR ANY VOICE IN ITS 
MANAGEMENT. ALTHOUGH SILVERADO OFFERED MDC THE 
OPPORTUNITY TO EXCHANGE ITS PREFERRED STOCK FOR PREFERRED 
STOCK IN A NEWLY-CREATED HOLDING COMPANY, MDC ELECTED NOT 
TO EXCHANGE ITS SHARES. MDC CONTINUED TO HOLD ITS 
PREFERRED SHARES DIRECTLY IN SILVERADO. 

C. REGULATORY APPROVALS OF MDC'S INVESTMENTS 

SILVERADO'S SALES OF PREFERRED STOCK AND 

SUBORDINATED DEBT TO MDC WERE APPROVED BY FEDERAL BANKING 
REGULATORS. SILVERADO OFFICIALS TOLD MDC THEY HAD 
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DISCUSSED THE PURCHASE OF PREFERRED STOCK AND CONCURRENT 
SALE OF REAL ESTATE WITH OFFICIALS OF THE FEDERAL HOME 
LOAN BANK OF TOPEKA BEFORE THE TRANSACTION WAS ENTERED AND 
THAT THE REGULATORS DID NOT OBJECT TO THE TRANSACTION. 
DOCUMENTS NOW PUBLICLY AVAILABLE CONFIRM THAT THE 
REGULATORS APPROVED THE TRANSACTION. IN ADDITION, 
APPRAISALS OBTAINED AT THE TIME OF THE TRANSACTION 
SUPPORTED THE VALUE OF THE PROPERTY NEGOTIATED BY MDC AND 
SILVERADO. 

SILVERADO ALSO DISCLOSED ITS SALE OF 
SUBORDINATED DEBT TO MDC AND CONCURRENT PURCHASE OF REAL 
ESTATE AND MORTGAGES TO FEDERAL HOME LOAN BANK OF TOPEKA 
REGULATORS. INDEED, THE PURCHASE OF THE SUBORDINATED DEBT 
WAS PLACED IN ESCROW UNTIL THE REGULATORS APPROVED THE 
ENTIRE TRANSACTION. THIS APPROVAL IS ALSO INDICATED IN 
PUBLICLY AVAILABLE DOCUMENTS. 

D. MDC LOST ITS ENTIRE INVESTMENT IN SILVERADO 

MDC DID NOT INVEST IN SILVERADO AFTER JUNE 1986. 
FOLLOWING SILVERADO'S ADDITION IN JULY 1988 OF $198 
MILLION TO ITS LOAN LOSS RESERVES AS OF DECEMBER 31, 1987, 
MDC WROTE OFF ITS ENTIRE $20 MILLION INVESTMENT IN 
SILVERADO. THERE APPEARS TO BE NO LIKELIHOOD THAT MDC 
WILL RECOVER ANY PORTION OF ITS $20 MILLION INVESTMENT. 
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OVERVIEW OF MDC'S BUSINESS TRANSACTIONS 
WITH SILVERADO AND SILVERADO-ELEKTRA 

AS A PUBLIC COMPANY, MDC HAS A RESPONSIBILITY TO 
MAXIMIZE ITS STOCKHOLDERS' RETURN ON INVESTMENT. TO DO 
SO, MDC MUST ENSURE THAT IT HAS A STABLE SUPPLY OF 
FINISHED BUILDING SITES IN MARKETS WHERE IT EXPECTS HOME 
SALES TO BE STRONG. MDC MUST ALSO MAINTAIN WORKING 
CAPITAL FROM BANKS AND OTHER LENDERS IN ORDER TO BUILD 
HOMES . 

MDC EMPLOYED TWO PRIMARY BUSINESS STRATEGIES IN 
THE YEARS 1984 TO 1988 TO STRIKE THIS BALANCE. FIRST, MDC 
SOUGHT TO SELL COMMERCIAL PARCELS, UNDEVELOPED RESIDENTIAL 
PROPERTY AND SURPLUS FINISHED SITES TO OTHER DEVELOPERS. 
MDC ALSO WAS INTERESTED IN SELLING PORTIONS OF ITS LARGE 
RESIDENTIAL PLANNED UNIT DEVELOPMENTS IN ORDER TO DEFRAY 
THE COSTS OF AND LOWER ITS RISK IN THESE LARGE PROJECTS. 
FROM 1984 TO 1986 SILVERADO PURCHASED, DIRECTLY AND 
THROUGH SILVERADO-ELEKTRA, APPROXIMATELY $60 MILLION OF 
REAL ESTATE IN COLORADO, ARIZONA, TEXAS AND CALIFORNIA 
FROM MDC. ALL LAND SALES TO SILVERADO AND SILVERADO- 
ELEKTRA OCCURRED PRIOR TO SEPTEMBER 1986, BEFORE THE MAJOR 
DOWNTURN IN THE SOUTHWEST REAL ESTATE MARKET. INDEPENDENT 
APPRAISALS DOCUMENT THE VALUE OF MOST PROPERTIES MDC SOLD 
TO SILVERADO-ELEKTRA. 
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SECOND, MDC DEVELOPED INNOVATIVE MORTGAGES TO 
ASSIST HOMEBUYERS TO QUALIFY FOR HOME MORTGAGES. THIS WAS 
PARTICULARLY NECESSARY IN THE RAPIDLY DECLINING SOUTHWEST 
MARKET, WHERE TRADITIONAL MORTGAGE LENDERS HAD STOPPED OR 
SUBSTANTIALLY DECREASED THEIR LENDING ACTIVITY. MDC THEN 
SOLD THE MORTGAGES, RECOVERING THE COST OF THE LAND AND 
THE HOUSE. PUBLICLY AVAILABLE DOCUMENTS REVEAL THAT IN 
1986 AND 1987 SILVERADO HAD BEGUN TO ATTEMPT TO REDUCE ITS 
CONCENTRATION ON COMMERCIAL REAL ESTATE LENDING. TO 
ACHIEVE THIS OBJECTIVE SILVERADO PURCHASED A TOTAL OF 
APPROXIMATELY $200 MILLION OF HOME MORTGAGE LOANS FROM 
MDC. SUBSTANTIALLY ALL OF THESE MORTGAGES WERE 
ORIGINATED BY MDC FOR PURCHASERS OF HOMES FROM MDC AND 
WERE SECURED BY HOUSES MDC HAD BUILT IN TEXAS, ARIZONA AND 
COLORADO. THE MORTGAGE LOANS SOLD BY MDC TO SILVERADO 
HAVE PERFORMED WITHIN NORMAL COMMERCIAL EXPECTATIONS. MDC 
CONTINUES TO SERVICE THESE MORTGAGES AND TO DELIVER A 
MONTHLY PAYMENT OF OVER $1 MILLION TO SILVERADO. 

SILVERADO HAS NOT SUFFERED A LOSS ON THESE MORTGAGES — 
THEY MAY BE AMONG THE THRIFT'S BEST ASSETS. 

MDC HAD AN ARMS -LENGTH COMMERCIAL 
RELATIONSH IP WITH SILVERADO 

MDC'S INVESTMENT IN SILVERADO PREFERRED STOCK 
AND SUBORDINATED DEBT WAS A PASSIVE INVESTMENT. NO 
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OFFICER OR DIRECTOR OF MDC EVER WAS AN OFFICER OR 
DIRECTOR OF SILVERADO. MDC WAS NEVER A MAJOR BORROWER OF 
SILVERADO. MDC NEVER RECEIVED A LINE OF CREDIT FROM 
SILVERADO AND NEVER OBTAINED COMMERCIAL FINANCING FROM 
SILVERADO. SILVERADO NEVER LOANED MONEY TO MDC TO 
PURCHASE PROPERTY FROM ANY THIRD PARTY. 

MDC ALWAYS NEGOTIATED WITH SILVERADO AND WITH 
SILVERADO-ELEKTRA AT ARMS -LENGTH, AS WITH ANY OTHER PARTY 
IN THE REAL ESTATE DEVELOPMENT BUSINESS. MDC DID NOT HAVE 
ACCESS TO THE BANK REGULATORS' REVIEWS OF SILVERADO AND 
RELIED INSTEAD ON AUDITED FINANCIAL STATEMENTS THAT MAY 
HAVE BEEN MISLEADING. MDC DISCLOSED ALL TRANSACTIONS WITH 
SILVERADO IN ITS PERIODIC REPORTS FILED WITH THE SEC AND 
DISTRIBUTED TO STOCKHOLDERS. MDC'S TRANSACTIONS WITH 
SILVERADO WERE NOT PART OF THE "QUID PRO QUO" PROGRAM 
IDENTIFIED BY FEDERAL REGULATORS BEFORE THIS COMMITTEE. 

MDC HAS HONORED ALL BUSINESS OBLIGATIONS TO SILVERADO AND 
SILVERADO-ELEKTRA, EVEN THOUGH THEY HAVE DEFAULTED ON 
CERTAIN OBLIGATIONS TO MDC. 

MDC'S TRANSACTIONS WITH OTHER THRIFT INSTITUTIONS 

THE STAFF OF THIS COMMITTEE HAS EXPRESSED AN 
INTEREST IN HOW SAVINGS AND LOAN INSTITUTIONS THAT LATER 
FAILED CAME TO DO BUSINESS WITH MDC. AS PART OF THE 
DEREGULATION OF THE THRIFT INDUSTRY IN THE 1980 'S, THE 
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FEDERAL GOVERNMENT ALLOWED SAVINGS AND LOAN INSTITUTIONS 
TO ENTER THE REAL ESTATE DEVELOPMENT BUSINESS. SILVERADO, 
THE THIRD LARGEST THRIFT IN COLORADO, THROUGH ITS 
SILVERADO-ELEKTRA JOINT VENTURE, ENTERED THE REAL ESTATE 
DEVELOPMENT BUSINESS IN COLORADO AND THE SOUTHWEST. 

LINCOLN SAVINGS & LOAN ASSOCIATION, THROUGH ITS AMCOR 
INVESTMENTS CORPORATION SUBSIDIARY, WAS ONE OF THE LARGEST 
DEVELOPERS IN ARIZONA. SAN JACINTO SAVINGS AND LOAN 
ASSOCIATION WAS CONTROLLED BY SOUTHMARK CORPORATION, A 
TEXAS-BASED DIVERSIFIED REAL ESTATE AND ENERGY 
CORPORATION. IT WAS ONLY NATURAL THAT THESE INSTITUTIONS 
DID BUSINESS WITH MDC, WHICH WAS THE LARGEST HOMEBUILDER 
IN COLORADO AND A MAJOR BUILDER IN ARIZONA, CALIFORNIA AND 
TEXAS. 

THE BUSINESS TRANSACTIONS BETWEEN MDC AND 
LINCOLN SAVINGS AND MDC AND SILVERADO HAD ECONOMIC 
SUBSTANCE AND MET MDC'S LEGITIMATE BUSINESS OBJECTIVES. 

MDC CREATES PLANNED UNIT DEVELOPMENTS, WHICH REQUIRE 
CONVERTING RAW LAND INTO FINISHED SITES SUITABLE FOR 
HOMEBUILDING. MDC PREFERS TO CONCENTRATE ON BUILDING 
HOMES ON FINISHED SITES, HOWEVER, AND SELLS PORTIONS OF 
ITS LARGE DEVELOPMENTS TO DEFRAY ITS COSTS AND REDUCE ITS 
RISK. MDC THEREFORE SOLD LARGE UNDEVELOPED TRACTS TO 
LINCOLN SAVINGS AND SILVERADO WHILE MDC PURCHASED FINISHED 
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SITES AND RETAINED OPTIONS TO PURCHASE FINISHED SITES IN 
THOSE TRACTS. 

MDC HAD PREVIOUSLY DECIDED NOT TO DEVELOP 
COMMERCIAL REAL ESTATE, BELIEVING IT LACKED THE CONTACTS 
AND EXPERTISE TO DEVELOP COMMERCIAL PROPERTY SUCCESSFULLY. 
MDC THEREFORE SOLD SOME COMMERCIAL PORTIONS OF ITS LARGE 
RESIDENTIAL PROJECTS TO LINCOLN SAVINGS AND SILVERADO. 

VIRTUALLY ALL OF THE PROPERTY LINCOLN SAVINGS 
AND SILVERADO PURCHASED FROM MDC CAME FROM MDC'S OWN LARGE 
INVENTORY OF REAL ESTATE. MDC IS ALWAYS SEARCHING FOR 
WELL-LOCATED RESIDENTIAL REAL ESTATE AND ACQUIRES PARCELS 
IN THE MARKETPLACE GENERALLY. IN JANUARY 1986, FOR 
EXAMPLE, MDC ACQUIRED WOOD BROS. HOMES, A NATIONAL 
HOMEBUILDER WITH REAL ESTATE IN MARYLAND, VIRGINIA, 
CALIFORNIA, ARIZONA AND TEXAS. MDC COULD NOT USE ALL OF 
THIS REAL ESTATE ITSELF AND SOLD CERTAIN PROPERTIES TO 
REAL ESTATE DEVELOPERS, INCLUDING SILVERADO AND LINCOUt 
SAVINGS. ON ONLY ONE OCCASION DID SILVERADO PURCHASE FROM 
MDC A PROPERTY MDC HAD PURCHASED FROM LINCOLN. SIMILARLY, 
SUBSTANTIALLY ALL THE MORTGAGE LOANS SILVERADO PURCHASED 
FROM MDC WERE ORIGINATED BY MDC. 

MDC ENGAGED IN ONE MAJOR TRANSACTION WITH 
SOUTHMARK CORPORATION. IN 1987 MDC, IN ORDER TO 
CONCENTRATE ON HOMEBUILDING, SOLD ALL THE ASSETS OF ITS 
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OIL AND GAS SUBSIDIARY TO SOUTHMARK AND IN TURN ACQUIRED 
RESIDENTIAL PROPERTY IN VIRGINIA AND AN OPTION TO PURCHASE 
RESIDENTIAL PROPERTY IN CALIFORNIA. LIKE ALL OF MDC'S 
TRANSACTIONS, THIS EXCHANGE WAS VALUED FAIRLY. IT DID NOT 
INVOLVE LINCOLN SAVINGS, SILVERADO, OR ANY OTHER THRIFT 
INSTITUTION. 

THIS COMMITTEE RECENTLY HELD HEARINGS ON 
CENTRUST SAVINGS AND LOAN ("CENTRUST") • THE COMMITTEE'S 
STAFF HAS INQUIRED AS TO WHETHER MDC DID ANY BUSINESS WITH 
CENTRUST. MDC NEVER DID BUSINESS WITH CENTRUST. THE FACT 
THAT MDC HAS NEVER DONE BUSINESS WITH CENTRUST IS 
INDICATIVE THAT IT WAS NOT PART OF ANY FRAUDULENT "DAISY 
CHAIN" INVOLVING THRIFTS. 

THE FACTS, THEN, DISPEL THE NOTION RAISED IN THE 
NEWSPAPERS AND BEFORE THIS COMMITTEE THAT MDC SERVED AS A 
CONDUIT OF ASSETS OR INTERMEDIARY BETWEEN SAVINGS AND LOAN 
INSTITUTIONS. MDC SOUGHT TO MAXIMIZE VALUE FOR ITS 
SHAREHOLDERS BY ASSEMBLING AN INVENTORY OF PROPERTIES THAT 
IT COULD USE IN ITS HOMEBUILDING OPERATIONS. TO DO SO MDC 
BOUGHT REAL ESTATE FROM AND SOLD REAL ESTATE TO MAJOR 
FIGURES IN THE REAL ESTATE BUSINESS, INCLUDING SOME THRIFT 
INSTITUTIONS AND THEIR AFFILIATES. EACH TRANSACTION WAS 
FAIRLY VALUED AND HAD ECONOMIC SUBSTANCE FOR THE COMPANY. 
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TRANSACTIONS WITH DREXEL BURNHAM LAMBERT 

IN THE 1980 'S MDC, LIKE MANY OTHER SMALL 
COMPANIES, FOUND THE MOST READILY AVAILABLE SOURCE OF 
EXPANSION CAPITAL WAS THE ISSUANCE OF HIGH-YIELD DEBT — 
"JUNK BONDS" ~ UNDERWRITTEN BY DREXEL. BETWEEN 1983 AND 
1986 MDC SOLD OVER $700 MILLION OF BONDS, UNDERWRITTEN BY 
DREXEL. THESE BONDS FINANCED MDC'S GROWTH FROM A LOCAL 
DENVER HOMEBUILDER TO A NATIONAL HOMEBUILDER WITH ASSETS 
OF OVER $1 BILLION. MDC HAS NEVER DEFAULTED ON ITS BONDS 
AND HAS MADE ALL REQUIRED PAYMENTS ON THE BONDS AS THEY 
COME DUE. IN ADDITION, MDC HAS REPURCHASED A SUBSTANTIAL 
AMOUNT OF ITS BONDS IN THE OPEN MARKET AND IN PRIVATE 
TRANSACTIONS, PROVIDING A MUCH-NEEDED SOURCE OF LIQUIDITY 
IN THE MARKET FOR ITS BONDS AFTER DREXEL 'S FAILURE. 

ALTHOUGH DREXEL SERVED AS THE PRINCIPAL 
UNDERWRITER OF MDC'S PUBLIC SECURITIES OFFERINGS, DREXEL 
PLAYED NO ROLE IN MDC'S MANAGEMENT AND NEVER INFLUENCED 
THE COMPANY'S ACTIVITIES. MDC NEVER TOOK PART IN ANY 
HOSTILE TAKEOVERS ORCHESTRATED BY DREXEL AND DID NOT FUND 
ANY ACQUISITIONS USING JUNK BONDS. SOME RECENT NEWS 
ARTICLES SPECULATE THAT DREXEL DIRECTED A "DAISY CHAIN" OF 
THRIFTS IN ACTIVITIES SUCH AS PURCHASING JUNK BONDS. MDC 
WAS NOT INVOLVED IN ANY SUCH TRANSACTIONS NOR WAS MDC 
INVOLVED IN ANY PLACEMENT BY DREXEL OF ITS BONDS WITH 
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ANY THRIFT OR OTHER INSTITUTION. 

CONCLUSION 

IN RESPONSE TO ECONOMIC CHANGES AND MARKET 
DECLINES IN THE SOUTHWEST, MDC HAS DOWNSIZED AND 
RESTRUCTURED ITS OPERATIONS OVER THE PAST TWO YEARS TO 
POSITION ITSELF FOR FUTURE PROFITABILITY. UNLIKE MANY OF 
ITS COMPETITORS IN THE HOMEBUILDING INDUSTRY AND MOST OF 
THE THRIFTS IN THE SOUTHWEST, MDC HAS SURVIVED THE HARSH 
ECONOMIC CLIMATE OF THE LATE 1980'S AND REMAINS A VIABLE 
HOMEBUILDER. THE COMPANY AND ITS MANAGEMENT ARE COMMITTED 
TO CONTINUING TO BUILD THE FINEST HOMES FOR THE AMERICAN 
PUBLIC WHILE INCREASING SHAREHOLDER VALUE FOR ITS 
INVESTORS . 

MDC STRONGLY SUPPORTS THE EFFORTS OF THIS 
COMMITTEE TO IDENTIFY THE REASONS FOR THE FAILURE OF THE 
NATION'S THRIFT INDUSTRY. AS A HOMEBUILDER AND MORTGAGE 
COMPANY MDC HAS A GENUINE INTEREST IN SEEING THAT THE 
SAVINGS AND LOAN INDUSTRY IS STABLE AND HEALTHY. MORE 
SPECIFICALLY, MDC BELIEVES THAT IT IS ESSENTIAL THAT 
CONGRESS TAKE ACTION TO ENSURE THAT AFFORDABLE HOME 
MORTGAGE FINANCING IS AVAILABLE TO THE AMERICAN PUBLIC, 
PARTICULARLY MIDDLE-CLASS BUYERS WHO OTHERWISE MIGHT NOT 
BE ABLE TO FINANCE THE PURCHASE OF THEIR HOMES. MDC'S 
BUSINESS DEPENDS IN LARGE MEASURE UPON AN EFFICIENT, 
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LIQUID MARKET FOR HOME MORTGAGES , AND THE COMPANY HOPES 
THAT THESE HEARINGS RESULT IN LEGISLATION THAT WILL HE LI 
ACHIEVE THAT GOAL. 

WITHOUT A VIABLE THRIFT INDUSTRY , THE AMERICAN 
DREAM OF HOME OWNERSHIP WOULD BE UNAVAILABLE FOR MANY 
FAMILIES AND THE HOMEBUILDING INDUSTRY WOULD SUFFER AS A 
CONSEQUENCE. MDC HOPES THAT, UNDER THE CAREFUL SCRUTIN 
OF THIS COMMITTEE AND PRINCIPLED REGULATORS, THE THRIFT 
INDUSTRY WILL RETURN TO THE MISSION WITH WHICH IT WAS 
ORIGINALLY ENTRUSTED: TO PROVIDE RESIDENTIAL MORTGAGES 

AMERICAN FAMILIES. 


18 



363 


STATEMENT 

OF 

JOHN R. SULLIVAN 
Before The 

COMMITTEE ON BANKING, FINANCE , AND URBAN AFFAIRS 
HOUSE OF REPRESENTATIVES 


June 19, 1990 



364 


Mr. Chairman and Members of the Committee: 

My name is John R. Sullivan and I am Chairman of The 
Board of Sullivan Development Company, a real estate development 
company based in Dallas, Texas. I have advised the Committee 
staff in the past that I would attend a hearing before the 
Committee and, accordingly, I appear here today voluntarily. 

I understand from the Committee staff that I should 
address the loan that SDC Land Partners Limited received from 
Silverado Banking, Savings and Loan Association. SDC Land 
Partners is a Texas partnership in which Sullivan Development 
Company is a general partner. 

At the outset, I should explain that I have been 
involved in the real estate market for 17 years. For the past 14 
years I have developed real estate in the Dallas/Fort Worth area, 
assisting in the development of apartments, condominiums, office 
buildings and shopping centers. I am hopeful that I have 
acquired a reputation in the Dallas/Fort worth real estate market 
as a successful developer and manager of commercial and 
residential developments. 

Over the years, Sullivan Development Company and 
affiliated companies (collectively, SDC) acquired various parcels 
of real estate, including one large tract, located in southwest 
Fort Worth, known as "Cityview." That tract was originally 
composed of approximately 660 acres of largely underdeveloped 
land. With financing from what was then known as Interfirst 
Dallas, we embarked on the task of developing Cityview for multi- 
family housing and commerical buildings. Streets were installed 
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and paved. Multi-family housing, shopping centers and community 
hospitals were built on parcels of the Cityview property. In 
fact, approximately $150,000,000 was spent in construction of 
apartments, retail centers and other buildings on this property. 
Cityview was characterized in the press as one of the "bright 
spots" in Fort Worth and an example of a well planned, mixed use 
development . 

In late 1986 and early 1987, SDC sought additional 
financing to sustain further development of Cityview and other 
projects, to retire some debt on loans covering those properties 
and to recover some of the equity built up in the properties. 

I contacted Silverado Savings to ascertain whether it would be 
interested in making a loan with recourse only to the underlying 
property. I wish to emphasize that, prior to this initial 
contact, I had never done business with Silverado Savings. In 
fact, I did not know any officer, director or employee of 
Silverado. I had only heard that Silverado was an institution 
interested in making real estate loans. 

I provided to Silverado plats, appraisals and financial 
information relating to Cityview and the other properties, 
information regarding existing loans on the properties of 
approximately $40 million was also furnished to Silverado. 

Subsequently, Mr. Oldham of Silverado Savings visited 
the properties and explained that Silverado would want to secure 
their own appraisals for the properties. He made it clear that 
Silverado would interview appraisers and make their own 
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selection. Neither I , nor, to my knowledge, any of my colie 
chose the appraiser who conducted the appraisals for Silvers 
I later learned that the appraiser valued the properties at 
approximately $135 million. 

After other representatives from Silverado inspect 
the properties, Silverado proposed to lend to SDC Land Partn 
an amount at a loan-to-value ratio of approximately eighty 
percent (00%). Silverado agreed that the loan would be non- 
recourse and would be secured by second liens on the Cityvie 
other properties. Silverado also proposed that SDC purchase 
approximately $20 million in stock from Silverado. 

During the course of further negotiations, Silvera* 
modified its proposal in two significant respects. First, i 
indicated that it would be willing to agree to the loan if, 
instead of purchasing approximately $20 million in stock, SD 
Land Partners would purchase for approximately $18 million 
interests in loan pools that had been formed worth approxima 
$21 million in face value. Second, Silverado wanted a guara 
from a company with a net worth of $7.5 million. 

When Silverado proposed the investment in the loan 
pool, I demanded assurances that the transaction was consist* 
with all regulations and other applicable laws. I was assur< 
Silverado's representation that the loan pool investment was 
legal compliance and that, in fact, the Federal Home Loan Baj 
was aware of the transaction. I also wish to stress that th 
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separate law firms reviewed this transaction and assured me that 
the transaction was in compliance with the law. 

As the date for the closing on the loan approached, I 
learned that the Federal Home Loan Bank of Topeka was inquiring 
about the loan and that the closing would have to be postponed. 
Subsequently, I was told by Silverado representatives that the 
Federal Home Loan Bank had reviewed the transaction and had 
approved it for closing. The total amount of the loan was 
$ 73 , 812 , 796 . 

There is currently a dispute as to whether there was a 
default on the Cityview property and the matter is now in 
litigation. 

Mr. Chairman, I appreciate the opportunity to appear 
before the Committee. 
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STATEMENT OF ROBERT M. LEWIS 
FORMES VICE CHAIRMAN OF THE BOARD 
AMD CHIEF FZMAMCIAL OFFICER 
OF SILVERADO BANKING, SAVIMOS ft LOAM ASSOCIATION 

BEFORE THE COMMITTEE OM BANKING, FINANCE 
AMD URBAN AFFAIRS 
HOU8B OF REPRESENTATIVES 
JUNE 19, 1990 

Mr. Chairman and members of the committee, my name is Robert 
M. Lewis. From July 1, 1984 through December 9, 1988, I served as 
Chief Financial Officer of Silverado Banking, Savings & Loan 
Association. I was elected to the Company's Board of Directors in 
the fall of 1986 and served as Vice Chairman of the Board until the 
Company was liquidated on December 9, 1988. I would like to 

discuss what I believe to be the three major factors which 
contributed to the losses incurred by Silverado Banking, Savings 
& Loan Association. 

I. THE COLLAPSE OF COLORADO • 8 BMBROT BASED ECONOMY 


The first major area of loss to Silverado resulted from the 
sudden collapse of the Colorado real estate market. Because of the 
rapid growth which was occurring in the Rocky Mountain Region, 
Colorado real estate appeared to be an exceptionally good 
investment. Construction of new homes, apartment, office and 
retail buildings occurred at an unprecedented rate and by 1986, 
Silverado had accumulated a large portfolio of loans secured by 
commercial real estate. This rapid growth, however, was based on 
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high oil prices. Thus, when the price of oil fell, Colorado’s 
economy was devastated. 

During the late 1980* s, Colorado experienced the first period 
of out-migration in the recent history of the State. As a result, 
property vacancy rates soared, rental rates slumped, and the 
Colorado real estate market collapsed. A large number of real 
estate developers were unable to repay their loans to Silverado. 
Further, Silverado's direct investments in property declined in 
value. 

The collapse of Colorado's real estate market caused virtually 
every financial institution with more than 25% of its assets 
invested in Colorado commercial real estate loans to fail. 
Examples of other failures resulting from the Colorado real estate 
market are Columbia Savings, Capitol Federal Savings, American 
Federal, Otero, First Federal of Colorado Springs, Sun, Alpine, 
Modern, Mesa, Valley, and Sierra Federal. Management attempted to 
deal with this crisis in a responsible manner and recorded a large 
addition to Silverado's allowance for losses on real estate 
holdings in July, 1988. 

There have been various reports that Silverado was forced to 
record the large loss by the federal regulators or by outside 
auditors. These reports are not true. Management determined the 
size of the loss and made the decision to record it without any 
input from either the regulators or the independent auditors. 
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The increase in the loss reserves recorded by management in 
July 1988 together with additional unallocated loss provisions 
subsequently requested by the regulators resulted in Silverado 
having total estimated real estate related losses of approximately 
$360 million. It should be noted that $90 million of this loss was 
absorbed by the shareholders and subordinated debt holders of 
Silverado. These individuals lost 100% of their investment in the 
Company. The excess, $270 million, is part of the claim on the 
Federal Savings and Loan Insurance Corporation. 

II. TH8 SALS OF SILVERADO OH TERMS 

UNFAVORABLE TO TH1 AMERICAN TAXPAYER. 

The second and most troubling area of loss consists of excess 
profits paid to Ford Motor Company, the new owner cuf Silverado and 
Columbia. On the date Silverado was seized by --the ^regulators, an 
offer was made by management backed by Solomon Brothers, Jack 
DeBoer and Jack Vickers to theiFSLIC for the recapitalization of 
Silverado and Columbia. We were told that the offer we made that 
day was not competitive, and the Company, together with Columbia 
Savings, was sold to Ford. A comparison of the salient portions 
of each bid is instructive. 
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ISSUS 

Purchase price offered by 
investor group 

Level of yield support 
requested of the government 

Amount of losses to be 
absorbed by purchaser 
before claiming for reim- 
bursement from the government 
(deductible) . 


Management 

$ 200 , 000, 000 


2.35% over FHLB 
cost of funds 

$ 200 , 000,000 


Ford Motor 
$96,000,000 


2.75% over FHLB 
cost of funds 

Believed to be 
less than 
$ 10 , 000,000 


Based upon the information available to me, I believe 
management's offer would have been far less costly to the 
taxpayers. Further, management offered to step aside if required 
to do so in order that our bid be accepted. 

In selling Silverado and Columbia to Ford, the FSLIC entered 
into a long term contract which does three things: 

1. It protects Ford against losses on the liquidation 
of Silverado and Columbia assets. 

2. It provides a huge profit margin for Ford. 

3. It provides substantial tax benefits to Ford because 
the payments from the government for the 
reimbursement of losses and the maintenance of yield 
are tax-exempt. 

The acquisition of the new Columbia (consisting of Silverado 
and the old Columbia Savings) has been extraordinarily profitable 


Approximate numbers based upon my recollection after one and 
a half years. 

*Based primarily upon public reports filed with regulatory 
agencies. 
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for Ford. Reports filed with the federal regulators indicate that 
the new Columbia recorded in 1989 net income equal to 52% of Ford's 
investment. This does not include additional tax benefits, if any, 
that accrued to other members of the Ford Motor Company corporate 
group. After adding these additional tax benefits to Ford's 
return, it is likely that Ford Motor Company realized a return in 
excess of 100% on its investment in the new Columbia during 1989. 
Significantly, the government's contract with Ford extends for a 
period of many years. Thus, Ford has purchased a long term annuity 
of extraordinary earnings. It is estimated that the present value 
of these excess profits is at least $300 million. Management did 
not negotiate the sale of Silverado to Ford Motor Company; the 
federal regulators did. Although it is unclear why such a one- 
sided contract was entered into by the government, it is clear that 
the cost to the American people is extraordinary. The excess 
profits paid by the government to Ford Motor Company represent a 
significant component of the total cost of the Silverado case. 

It is instructive to note that the June 4, 1990 issue of the 
National Mortgage News lists the 24 most profitable savings and 
loan institutions in America, with assets in excess of $1 billion 
each. Surprisingly, the list does not include many of the nation's 
premier savings and loan associations headquartered in some of the 
strongest real estate markets in America. For example, it does not 
include First Nationwide Bank, Ford's unsubsidized $22 billion 
thrift headquartered in Northern California, with a 1989 return on 
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assets of 0%. Instead, the list includes Columbia Savings, Ford's 
subsidized $5 billion Colorado thrift, and Cardinal Savings, Ford's 
subsidized $1.5 billion Ohio thrift also acquired in December, 
1988. In fact, thrifts representing approximately half of the 
total asset value on the listing are formerly troubled thrifts that 
have been sold to major investors by the FSLIC. These new owners 
are reaping windfall profits at the expense of the taxpayers. 

In 1988, it was generally acknowledged in the business 
community that the best investments in America were the troubled 
thrifts being sold by the federal regulators, because the sales 
agreements represented long term government contracts virtually 
guaranteeing extraordinary returns with no real risks, and 
tremendous tax benefits. 

III. TBS UNPROFITABLE SALS 07 SILVERADO '8 
RESIDUAL PORTFOLIO. 

The regulators have reported that Silverado sustained a loss 
of approximately $180 million on the sale of its mortgage residual 
portfolio. On December 9, 1988, the Company had a residual 
portfolio totaling approximately $800 million. Silverado had 
originated the portfolio over a period of approximately eighteen 
months. Over that time, the Company had realized an average annual 
return on its investment of approximately 17%. In our proposal to 
recapitalize Columbia and Silverado, it was management's intention 
to continue to manage the residual mortgage portfolio and liquidate 
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it over time as market- conditions dictated. 

Shortly after seizing Silverado, the residual portfolio 
sold at a loss of -approximately $180 million. In making 
liquidation, the bonds were sold at yields to investors in the 
teens to the low 20% range. The portfolio was liquidated in 
interest rate environment that was not conducive to obtaining 
highest proceeds from the sale of the portfolio. Because 
portfolio was repaying rapidly and generating substantial c 
flow, it should have been held and liquidated over time under m 
favorable market conditions, or allowed to repay through nor 
amortization. The investments were generally AAA rated 
required no significant management effort. Under this approa 
I believe the portfolio could have been liquidated at no lo 
Instead, the portfolio was sold quickly in an inhospitable inter 
rate environment at very high yields to the purchasers. 

The large losses generated at Silverado clearly fall i 
three categories • Management did over concentrate loans 
investments in commercial real estate. Management, however, 
not enter into the contract with Ford Motor Company to s 
Silverado and Columbia under an agreement that provi 
extraordinary returns to Ford at the expense of the taxpayer 
Management did not elect to liquidate the residual portfc 
providing huge returns to the purchasers and huge losses to 
taxpayers. These two areas of loss could have been avoided, 
as a Director and officer of Silverado, I deeply resent 
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creation of these additional losses and the accusation that I am 
responsible for them. 

IV. RESPONSE TO VARIOUS UNSUPPORTED ALLIGATIONS 

In their testimony before this Committee, and in various 
releases to the press, the regulators have often been selective in 
the information that they have made public. Typically, this 
selectivity has resulted in misrepresentation of certain events. 
In this respect, I would like to set the record straight. 

It has been reported that Silverado relied upon inflated 
appraisals in underwriting real estate loans. What has been 
omitted are the following facts: 

1. To my knowledge, Silverado used, in all cases, 
appraisers who held the highest professional 
designation awarded by the appraisal institute, MAI. 

2. Annually, Silverado provided a listing of approved 
appraisers to the Federal Home Loan Bank in Topeka 
for their review and comment. To my recollection, 
the Federal Home Loan Bank of Topeka never took 
exception to the use of any of Silverado 1 s 
appraisers. 

3. To my knowledge, no appraiser was ever asked to 
inflate the appraised value of the property. 
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The simple truth is that appraisals performed in 1982- 
appear over valued in 1989 and 1990 because the Denver real esi 
market has declined in value so dramatically. But, tl 

appraisals were performed by numerous reputable appraisers vl 
assumptions appeared reasonable at the time the properties t 
appraised in the early and mid 1980's. 

It has been alleged that Silverado, in substance, fired Ej 
& Whinney and hired Cooper's & Lybrand in order to overst 
earnings and pay large bonuses to management. The regulators l 
accused Coopers & Lybrand of performing a substandard audit 
cite the 1986 audit as an example of audit failure. This claii 
nonsense. Consider the following facts: 

1. Cooper's & Lybrand 's audit team consisted of lc 
audit personnel and the national partner in chi 
of their savings and loan practice. This natic 
partner reviewed Silverado's work papers on the : 
examination and served as technical consultant 
the account both years. 

2. The Federal home Loan Bank never questioned 
employment of Cooper's 6 Lybrand. 

3. After Silverado and Columbia were sold to Ford M< 
Company, forming the largest financial institui 
in the State of Colorado, the new Columbia Sav: 
selected Cooper's 6 Lybrand as its audi^ 
Apparently, this selection was approved by 
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Federal Home Loan Bank of Topeka. If Coopers indeed 
had an audit failure in 1986, why was the Denver 
office of Coopers 6 Lybrand approved as the new 
auditor for Silverado's successor, Columbia Savings? 

Silverado's investments in residual mortgage products have 
been criticized generally. However, the following significant 
facts have been omitted: 

1. Within weeks of the first residual purchase, we met 
with federal regulators to discuss our plans to 
invest in these securities. 

2. After approval by Silverado's Board, I believe that 
each investment in a residual bond was submitted to 
Silverado's supervisory agent at the Federal Home 
Loan Bank of Topeka for further review and comment. 
The submission provided to the supervisory agent 
generally included a yield profile of the investment 
in seven to twenty-one different interest rate 
environments. The submission also included an 
indication of the cost of the individual investment, 
and Silverado's total cumulative investment in 
residual bonds at that time. 

3 • The Federal Home Loan Bank of Topeka served as 
custodian for most, if not all, of the residual 
bonds purchased by Silverado. 
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4. Perhaps most significant, the Federal Home Loan 
of Topeka loaned Silverado the money to pure 
almost all of its residual portfolio. 

I believe the omission of these facts was clearly intende 
distance the regulators from the decision to invest in our resi 
portfolio, particularly after i*fcey entered into a contract to 
the portfolio at a $180 million loss* 

The regulators have alleged that Silverado's senior manage 
received excessive compensation* Once again, the regulators 
omitted material facts regarding our compensation as follows: 

1. A substantial portion of each senior offic 

compensation was paid in the form of Company n 
coming due in 2014, not cash. When Silverado 
liquidated on. December - 9, 1988, the notes be 

worthless. In my case, notes with a princ 
balance of approximately $500,000 were never 
to me. 

2. A committee of outside directors of the b 
established the compensation for Company offi 
annually. This committee employed the service 
the Wyatt Company. This Company is one of 
largest worldwide employee compensation and bene 
consultants with over 2,000 financial institu 
clients. The Wyatt Company opined to the Fed 
Home Loan Bank of Topeka that the 1986 compensa 
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paid to Silverado *s officers and directors was 
appropriate in consideration of competing 
compensation levels and the duties of the respective 
officers. 

I would like to thank the Committee for the opportunity of 
presenting this information for your consideration. I believe a 
substantial amount of the loss borne by the taxpayers in connection 
with the liquidation of Silverado results from the way in which the 
Company and the residual portfolio were sold. I fear that the 
losses on the real estate portfolio will similarly increase as 
government agents, with no personal stake in the assets, liquidate 
the real estate. 
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Borrowers who did not repay their 
loans, and real estate investments 

that declined in value $360 million 

Less capital contributed by 
Silverado 1 s shareholders 

and subordinated debt holders (901 

270 

Excess profits paid Ford Motor Company 300 

Loss on sale of securities portfolio 180 

$ 750 million 
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COMPAAXSOV OF OFFERS 


Manflqtasnt* 

Purchase price offered 

by investor $200,000,000 


Level of yield support 2.35% over cost 

requested by government of funds 


Amount of losses to be $200,000,000 

absorbed by purchaser 

before claiming for 

reimbursement from 

government 


* Based upon my recollection without the benefit 

** Based primarily upon public reports filed 
agencies . 


Ford** 

$96,000,000 

2.75% over cost 
of funds 

Believed to be 
less than 
$ 10 , 000,000 


of any records, 
with regulatory 
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DIVISION OF SAVINGS AND LOAN 
40 Broadway, Suita 70S 
.•nvir. Colorado 80202 
(303) 884*2336 

0*v>d L Paul 
Comm»nion«f 
Frad ) Jo««ph 
Oeputy Commiutonrr 


STATE OF COLORADC 


Department of KaguUtory Agenciet 
Stevan v. Barton 

Caacutiva Diractor SS 



FINDINGS OF FACT AND ORDER OF COMPLIANCE 

TO: The Board of Directors of Silverado Banking, Savings and 

Loan Association 

Pursuant to sections 11-44-103 and 11-44-110(1), C.R.S. (1987), 
David L. Paul, the State Commissioner of Savings and Loan 
Associations ("Commissioner") , is inforned of and hereby finds 
that : 


1. The Report of Examination ("examination report") prepared by 
the Colorado Division of Savings and Loan ("Division") and 
the Federal Home Loan Bank of Topeka ("FHLB") as of December 
1, 1986, indicated that the financial condition of Silverado 
Banking, Savings and Loan Association ("association") had 
deteriorated since the previous regular examination as of 
August 12, 1983. Federal regulatory capital, as adjusted, 
was $78,442,000 or 4.31 of total assets as of December 31, 
1986. Assets classified substandard totaled $470,887,000, 
and assets classified loss totaled $50,360,000 before 
adjustments for existing reserves and other possible loss 
coverage items. A net loss of $15,737,000 was reported, 
under federal regulatory accounting procedures, for the year 
ended December 31, 1986. 

2. In a letter dated January 11, 1988, regarding the examina- 

tion report as of December 1, 1986, the Supervisory Asent of 
the Federal Home Loan Bank Board ("Supervisory Agent") indi- 
cated that the association had failed to meet its federal 
regulatory capital requirement as of March 31, 1987, and 

that the shortage was approximately $79,000,000. 

3. On October 26, 1987, an operating agreement was executed by 

the association and the Supervisory Agent, on behalf of the 
Federal Savings and Loan Insurance Corporation ("FSLIC"). 
Said agreement imposed a number of requirements and re- 
strictions on the association and its operations in con- 
sideration for the FSLIC' s willingness to forebear from 
initiating cease and desist proceedings under federal law. 
The agreement required, among other things, the association 
to file a plan for increasing regulatory capital to a level 
"equal to or exceeding the minimum amount specified in 12 
C.F.R. Section 563.13 of the Insurance Regulations ... . " 

The Division concurred in writing with the terms of this 
agreement. 
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4. The association' s Thrift Financial Report to the Division 

and the FHLB as of December 31, 1917, indicated that the 

association's actual federal regulatory capital was 
$78,311,000, which represented only 3. SI of total assets. 

5. The association's Thrift Financial Report to the Division 

and the FHLB as of March 31, 1988, indicated a decline in 

actual federal regulatory capital to $55, 611,000, which 
represented only 2.41 of total assets. This aaount Includes 
a credit for general valuation allowances in the aaount of 
$12,419,000, in accordance with the definition of regulatory 
capital pursuant to 12 C.F.R. 561.13. 

6. On July 27, 1988, the Coaalssioner received the 

association's Thrift Financial Report to the Division and 
the FHLB as of June 30, 1988, which Indicated a further 

decline in actual federal regulatory capital to negative 
$61,600,000. This aaount includes a credit for general 
valuation allowances in the aaount of $102,349,000. Also, a 
net loss for the three aonths ended June 30, 1988, of 
$207,760,000 was reported. The financial report indicates 
that the loss was attributable prlaarily to losses Incurred 
and loss provisions established on loans and other assets. 

7. Pursuant to section 11-42-107(4), C.R.S. (1987), based on 
the association's total deposits of $1,758,127,000 as of 
Deceaber 31, 1987, the association's required peraanent 
stock is $500,000. Based on the association's actual June 

30, 1988, federal regulatory capital, there is a shortage in 
the peraanent stock in the aaount of $62,100,000, which 
constitutes a violation of section 11-42-107(4), C.R.S. 
(1987). Continued operation of the association below the 
peraanent stock requireaent constitutes conducting its 
business in an unsafe Banner as to render Its further 
operations hazardous to the public. 

8. The association's Thrift Financial Report as of June 30, 
1988, also Indicated that the association's required ainiaua 
federal regulatory capital is $159,424,000. The associ- 
ation's actual federal regulatory capital of negative 
$61,600,000 is far below the requireaent. Continued 
operation of the association far below the ainiaua federal 
regulatory capital requireaent constitutes conducting its 
business in an unsafe Banner as to render its further 
operations hazardous to the public. 

9. On July 29, 1988, the Coaaissloner received the associa- 
tion's independent audit report for the year ended Deceaber 

31, 1987, which was prepared by the fira Coopers I Lybrand. 
The audit report confiraed that large loss provisions on 
assets had been established, but for purposes of generally 
accepted accounting principles ("GAAP"), said loss 
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provisions were accounted for in the year ended December 31, 
1987, resulting in stockholders* equity pursuant to GAAP of 
negative $199,758,000 as of that date. 

10. On August 3, 1988, the Coaaissioner received a copy of a 

letter dated July 27, 1988, froa the association to Lou Roy, 
Vice President of the FHLB, which indicated that an agree- 
aent in principle for an acquisition and recapitalisation of 
the association was being drafted. The proposal calls for 
David Feinberg to purchase 1001 of the voting stock of 
Silverado Financial Corporation ("SFC"), the holding coapany 
for the association, and MDC Holdings, Inc. ("MDC"), to 
purchase a non-voting interest in SFC. The owners of SFC, 
Janes Mets and Michael Wise, would sell stock to Mr. 
Feinberg and MDC for $4,000,000, and then repay $4,000,000 
in loans aade to Messrs. Metz and Wise by SFC. Mr. Feinberg 
and MDC would contribute additional capital of $96,000,000 
in exchange for newly issued capital stock and subordinated 
debentures. The capital contribution would be approxinately 
208 cash and 808 equity in non-cash assets, principally land 
for residential real estate developaent. The letter indic- 
ates that the association expects to receive the draft 
agreeaent in principle within 30 to 45 days of the date of 
the letter. 

Based on the above findings of fact, pursuant to sections 

11-44-103 and 11-44-110(1), C.R.S. (1987), it is hereby ordered 

that : . 

1. The association shall dlscontiriue its violation of section 
11-42-107(4), C.R.S. (1987) and shall discontinue conducting 
its business in an unsafe Banner. The association shall 
confora with section 11-42-107(4), C.R.S. (1987), by ob- 
taining an Infusion of additional capital, as approved by 
the Coaaissioner, of not less than $62,100,000. The 
necessary capital infusion shall be accoaplished not later 
than October 13, 198$. The infusion of not less than 
$62,100,000 assuaes that the association's federal regula- 
tory capital as of Septeaber 30, 1988, will not fall below 
the negative $61,600,000 level set forth in the Thrift 
Financial Report as of June 30, 1988. If the association's 
federal regulatory capital falls below said aaount, the 
Coaaissioner reserves the right to require capital in 
addition to $62,100,000. 

2. The association shall not accept or renew deposits any part 
of which are uninsured by the FSLIC. The association snail 
nail aonthly Interest checks to all depositors with accounts 
in the aaount of $100,000 or aore or eaploy other aeans 
acceptable to the Coaaissioner to ensure that accrued inter- 
est payable on deposits is not uninsured. 
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3. With respect to uninsured public deposits, the association 
shall coaply with Division Regulation 4-8, Additional 
Collateral Requlreaents and Restrictions on Anounts o i 
Public Doposts Hem 

4. Not later than September IS, 1988, the association shall 
subait to the Coaaissioner a detailed progress report on its 
efforts to coaply with this Order of Coapliance. 

The provisions of this Order of Coapliance shall reaain in full 
force and effect until aaended or rescinded in writing by the 
Coaaissioner. 

Dated in Denver, Colorado, this ISth day of August 1988. 

DAVID L. PAUL 

STATE COMMISSIONER OF SAVINGS 
AND LOAN ASSOCIATIONS 


DLP : s lw/0030A 
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FEDERAL HOME LOAN BANK BOARD 

AGENCY FUNCTIONS— TENTH DISTRICT 

I TOWNBIT* PLAZA 
BOO EAST SIXTH STRUT — BOX BBS 
TOPKKA. KANSAS S6S01 


October 25, 1988 


Mr. David L. Paul, Stats Commissionsr 
Division of Savings and Loan 
1560 Broadway, Suits 705 
Dsnvsr, CO 80202 

I Rs: Silvsrado Banking, Savings and Loan Association 

1 Dsnvsr , CO 

Dockst No. 05871 

Dsar Mr. Pauls 

It is our undsrstanding that ths capital call outlinsd in your Findings of Pacts 
and Ordsr of Compliancs datsd August 15, 1988 has not yst boon complisd with by 
Silvsrado Banking, Savings and Loan Association (Silvsrado) . Ns rsqusst that 
you sxtsnd ths sxpiration of ths capital call an additional 45 days. This 
additional tims is nscsssary for this Offics and ths Psdsral Homs Loan Bank 
Board to havs adsquats tims to procsss rsqulslts papsrwork, obtain managing 
psrsonnsl, and marshal ths substantial rssourcss nscsssary to rssolvs ths 
currsnt situation at this institution through ths action prsvlously discusssd 
with you. As you know, significant amounts of tims havs bssn spsnt on ths 

D currsnt formal sxaminatlon of Silvsrado to addrsss managsmsnt concsrns. 
Immsdiats sf forts ars bsing sxpsndsd to movs forward with nscsssary actions. 

Your favor abls and timsly considsratlon of this rsqusst would bs most 
apprsciatsd. Plsass do not hssitats to contact ms with qusstions or concsrns. 

Sincsrsly, 


Tsrry Sands fur 
Supsrvisory Agsnt 


TS/sd 


bcc: Rsrmit Mowbray 
Lou Roy 
John Collins 
Linda Plys, ORA 
Ray Hlsks 
Brian McCormally 
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FEDERAL HOME LOAN BANK BOARD 

AGENCY FUNCTIONS— TENTH DISTRICT 

__ B TOWNBITE PLAZA 

ISO EAST SIXTH STREET— BOX SBB 

TOPCKA. KANSAS 6SS01 


VIA FACSIMILE TRANSMISSION AND 
EXPRESS DELIVERY 

October 27, 1988 




The Honorable David L. Paul 
Commissioner, Colorado Division 
of Savings and Loan 
Suite 705 
1560 Broadway 
Denver, CO 80202 

PERSONAL AND CONFIDENTIAL 
TO BE OPENED BY ADDRESSEE ONLY 

Dear Mr. Pauls 

This letter will serve to memorialize our telephone conversation 
of yesterday afternoon. In that conversation, we discussed the 
financial condition of Silverado Banking, Savings and Loan 
Association (Silverado). While we shared the conclusion that 
Silverado is unlikely to be able to meet Colorado's order of 
compliance to increase the regulatory capital of the institution, 
we initially were unable to agree on a date upon which regulatory 
action would be taken. 

Given the mutual conclusion that it is necessary to avoid further 
dissipation of Silverado assets, this letter will serve to 
confirm to you that we intend to recommend, to the Federal Home 
Loan Bank Board (FHLBB) , the appointment of a receiver for 
Silverado, pursuant to S 406(c) of the National Housing Act of 
1934 [codified at 12 USC 1729(c)]. Nonetheless, given the 
condition of the industry throughout the country and the rush to 
close a number of significant transactions before the end of the 
year, it is important to understand the extreme burden placed 
upon the Federal Savings and Loan Insurance Corporation (FSLIC) 
should Colorado unilaterally act to close Silverado immediately. 

Please let me hasten to add that labeling this proposed action as 
a 'burden' is not reflective of a substantive disagreement with 
the wisdom of appointing a receiver. Rather, it is simply 
recognition of the practical difficulty of preparing the 
necessary paperwork and background packages, lining up a skilled 
and sophisticated directorate for a newly-chartered thrift 
institution, scoping and arranging the necessary logistics 
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required to support the imposition of a receivership on a 
$2.2 billion dollar institution, and actually scheduling action 
by the FHLBB. Moreover, it is particularly critical that a 
competent management team be selected. Given that Silverado 
essentially operates two sophisticated, but widely disparate, 
lines of business (commercial lending now centering on loan 
workouts and financial instruments) , the selection of such 
specialized management is expected to take a longer than average 
period of time. 

In light of the shared conclusion that action is necessary to 
protect the interests of Silverado's depositors and maintain 
public confidence in the thrift industry in Colorado, I would 
respectfully request that Colorado extend the capital call made 
in your 'Findings of Fact and Order of Compliance,' dated 
August 15, 1988, and not act unilaterally to close Silverado 
before December 15, 1988. It is our opinion that selection of 
this target date would allow sufficient preparation as to 
minimize the disruptions to the FSLIC's other, ongoing work. 
While the necessary actions mentioned in the preceding paragraph 
are now underway, such an extension additionally would allow the 
recommended action to be handled much more smoothly and with a 
minimum of inconvenience to the public • 

Your favorable consideration of this request would be most 
appreciated. So that the FSLIC can schedule this receivership, 
we would appreciate your written confirmation that the Colorado 
Division of Savings and Loan will extend its capital call and not 
act to close Silverado before December 15, 1988. 

Sincerely, 


Terry Sandefur 
Supervisory Agent 


TSidc 
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MEMORANDA 


To* 


from: 


Data: 


John N. Buckley, Jr., Secretary 
Federal Rom Loan tank Board 


Kermlt Mowbray T 

Principal Supervisory Agent / 


November 9, 19tt 


Subject! Barnmmandat ion for the Appointment of a Receiver 
Silverado tanking. Savings and Loan Association 
Denver, 00 
Docket Mo. 0SS71 


rbcohkpidatio* jgggtj umgg 

Zssuat Whether the Federal Nome Loan Bank Board (PKLSB) should appoint a 
receiver for Silverado Banking, Savings and Loan Association (Silverado) 
based on the grounds set forth in Section 406(c) (2) (A) , <B), and (C) of 
the National Bousing Act (NKA), as amended (12 U.s.C. Section 
1729(C)(2)(A), (B), and (C) (19B2)). 

I. RfCOMHllfDATIOS 

we are preeenting for your consideration this memorandum with supporting 
exhibits, reco mm endin g the appointment of a receiver for Silverado, 
pursuant to the MIA, aa amended, 12 U.S.C. Section 1729(c)(2)(A), (B), 
and (C) ( 19B2) , baaed on the grounds that! (1) Silverado presently is 
reporting insolvency in that Its assets are less than its obligations 
to creditors and others; (2) Silverado has suffered a substantial 
dissipation of its assets due to violations of laws, rules, and 
regulations, and due to unsafe and unsound business practices; and (3) 
Silverado reea Ins in aa unsafe and unsound condition to transact 
business. 

On August It, 19BB, the Colorado State Coenlssioner (Colorado 
commissioner), Division of Savings and Loans, issued a Findings of Facts 
and Order of Compliance to Silverado directing the Infusion of an 
additional $42.1 million in capital on or before October 13, 19BB (See 
Sxhiblt S— 17) . At the request of the Principal Supervisory Agent (PSA), 
the Colorado Commissioner agreed in writing to extend the Order of 
Coapllnacn to December 1, 19BB, and further agreed to take no action to 
close the institution pursuant to applicable State statute until 
December 14, 1944 (Bee Inhibit S-14). 
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0”<l 0» UAMMATIONS AMO tUTIRVItOH 
OTtA-OTOCl COMMUNICATION 


f rank McSpaden 

DATC April 10, 1985 

Richard G. Alexander, ADO-O 

Subject Silverido BALA 


Property Acquired in 


Connection With Issuance 


of Silverado Preferred 


Stock 


I have reviewed nine appraisals and three letters of opinion that pertain to five 
parcels of property identified as follows: 


1. 


County 

Silverado 


Location 

Purchase 


Acres 

Price 


Arapahoe County 

$6 million 

A. 

Smokey Hill 6 South Tower Rd. 


B. 

65 Acres 

— 

C. 


Appraisals 

Amounts 


Butler $7,800,000 

Ginther $7,805,000 

Wycoff_ 

Van Court $6,710,000 


The fair market value reported by the appraisers is scceptable with the 
following limitations: 


A. Lacks feasibility, marketability or any study of absorption rates. 

IMPORTANT: There are several deed restrictions on this conveyance. The 

grantor reserved several rights which includes the right to restrict 
grantee from requesting a rezoning prior to 1994 ! Also includes first 
right of refusal. 

B. Different values in a transmittal/correlation and in the summary of 
salient facts indicate there has been editorial adjustment to this 
appraisal. It was valued as parts and not as a whole property. 

C. Believes commercial development is premature by two to five years. Does 
not acknowledge the current economic situation in Denver. Lacks 
feasibility, marketability, and absorption Information. 
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Richard C. Alexander 


April 10, 1965 


County 
Location 
Ac rot 


Silvtrtdo 

Purchase Appraisals 

Pries Amounts 


2. Arapahoe County 
Cun Club Road 
1183.69 Acres 


a) $12(465,000 
not annexed/zoned 

b) $20,007,500 
annexed 


0. Ginther Nycoff 

1 ) 5 10, 105,000-512,485,000 

2) 121,402(000 

E. Falk 4 Smith 

1) 515,500,000 

2) $21 ,400,000 


The Fair aarket value reported by the appraisers is acceptable with the 
following liaitationss 


0. This appraisal lacks documented comparables, has little feasibility 
information, has no marketability information. It falls under the Air 
National Guard flight traffic pattern. Thera was no analysis for future 
value, no sale terms, and no mathematics for the adjustments from the 
comparable to the subject property. 

E. The appraiser furnished three valuations instead of the two furnished by 
Silverado. The additional valuation is $9,500,000 for an "as is" value. 
The appraisal lacks marketability .informat ion and financial data on 
comparable sales. 


3. Boulder County 
Nest 120th Ave. 
409.181 Acres 


a) $5,112,500 
-as is" 

b) $9,202,500 
annexed/zoned 


F. Ginther Nycgff 

1) 55,320,000 

2) 59. 6m to $10.4m 

G. Falk 6 Smith 

1 ) $6,135, 000 

2) 517,800,000 


The fair market value reported by the appraisers is acceptable with the 
following limitations: 

F. Different values are reported for the "as is" valuations which indicate 
editorial adjustments upon completion of the appraisal. Another 
contradiction appears where the letter of transmittal and summary of 
salient facts report one range of values and the correlation reports 
another range of values for the same property. Appraisal lacks 
marketability information, i.e., how many other similar properties are 
presently available on the marketplace? Property needs mors sales 
comparables and mors information on the comparables, i.e. v sources, 
parties. 

G. There is a noticeable disparity between the subject size property of 409 
acres and sales comparable number one at 21.95 acres, sales comparable 
number three at 120 acres, and sales comparable number six at 10.01 
acres. Lacks marketability information i.e., what demand is there for 
this kind of property? 



392 


Richard G. Alexander 

- J - 

April 10, 1985 

County 

Silverado 


Location 

Purchase 

Appraisals 

Acrea 

Price 

Amounts 

4. Oef ferson County 

$27,275,000 

H. Butl.r/Latt.r of Opinion 

South Kipling and C-470 


1 >$27,275(000 



Butl.r/Appr.iMl Raport 



2)150,000,000 


The fair market value reported by the appralaera ia acceptable with the 
following limitations: 

H. Sutler/Letter of Opinion and Appraisal 

Comparable aalea number one through mmbe r seven range from one to nine 
acres, and aalea comparable number ten represents a number of parcels 
ranging from 1.02 acres to 8.86 acres versus the subject size of 236 
acres. 


3. Douglas County 

County Line Road and 
Yosemite Street 
65. SI Acres 


$8,000,000 I. Zaleski/Letter of 
Opinion 
$10,000,000 

3. Butler/Letter of Opinion 
1)110,000,000 
Butler/Appraisal 
2)147,100,000 
Proportionate: $8,098,644 


The fair market value reported by the appraisers is acceptable with the 
following limitationet 


I. This is an unsubstantiated letter of opinion. 

3. Butler/Letter of Opinion 

There is a contradiction In the reporting of the size of this plot; net 
8.18 acres, gross 13.28 acres or 500,000 square feet, *rf*ich equals 11.47 
acrea. lacks marketability information. 

3. Butler /Appraisal 

Using the gross site area provided by Butler and Zaleski's letters of 
opinion of 13.28 acres and the carefully constructed per square foot 
value from Butler's February 1984 narrative (page 59), the appraised 
value comparable to Silverado's purchase is 578,476 square feet (13.28 
acres)/ X $14 per square foot $8,098,664 indicated value. There is a 
report of the successful achievement of zoning for this parcel. 
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Kicnerd G. Alexander 


April 10, 1985 


In euanary, non* of those appraisal* include the information required by R-38 
regarding davelopability. A letter from nearby cooetunities stating that utility 
■ aervicea available, and an engineering report showing the load bearing and 
draining capacity of the soil would normally be requir* 


- to * 


Strict Apprai' 
Tenth District 



cc: Karthauser 

f JM:ab 
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TO i Mike 

PROM; ftl« Vsndepool 

SUOJICT i Yeur Ml* (Aell tn It) In 1W/ 

OATli January 1«. MN 


1. StraUtfc P tannine t Vpu have caused to be established tha Company's 

Overall mission, goals, objectives. strategies, pallclaa and action plans. In 
INI and bay and you I should cauaa to bo monitored tha environment* 
within which tha Company operates to onaura that ahongaa In seme ara 
Identified, analytad ana understood. Than you ahouM cauaa tha 
Company's overall mission, goala, abjective*. atrataglaa, policies and 
Ktlan plana to bo ad|uatad whan necessary to onaura that tha Company 
will be advantaged by ihoaa environmental changes, 

1. fnaurlna Succeed Yo^i should routinely monitor Company parlbrmanca 

relative to tha approved buelneeo plan and a salt and cauaa to be 
Implemented corrective oeluttono to problem variances. You should 
routinely monitor tha i operations of tha Company to ensure that all 
pertinent taws, reguladons and petktas ara being adhered to. You should 
routinely monitor the performance, potential and ethics of your txecwtlvo 
and Senior Management! teems to minimise Silverado's management risk. 

I Influencing Progress ! You hove succeeded In becoming • respected, 

credible, weii-rouHded Amorlcon business leader. Industry export, 
association chief executive, Colorado advocate end concerned Denverite, 
And while doing so, j you have developed effectlva contacts within the 
Federal government. State government. Federal Home Loon Sink system, 
financial firvlcct Industry, 1 *l business and tool groups of elgnlflcanca. 
You should continue tc use that credibility and those cohlects to Influence 
the direction of chonj a • to shape the future of aur business - to the 
benefit of Silverado on f all of Its stokaholders. 

a. Relating to Stock hot loro i Wo must maintain the confidence of our 

stockholders as wo me> o through our five-year plan. Common stockholders 
- no problem; your lolotlonshlp with Jim la strong end healthy and ho 
rospocte your ability l» direct hie Company. Preferred stockholders - who 
knows I tut I believe that their confidence can bo maintained through 
twice-yeerly personal rlslts with you. If oil of our preferred stockholders 
know you, like you end respect you, they wilt bo Inclined to act 
favorably upon our requests If wo over got In a pinch, 

S. Managing Xeauls tors i Our Federal and State regulators trust you. You 
hove presided ever \h(s company's transformation from mesa to miracle. Of 
course they recognlte our problem*, but they alee respect our ability and 
commitment to prudent ty deal with those problems. Wo win continue to bo 
advantaged by your direct Interaction with them. Therofbro, sR formal 
communications with «ur regulators should bo Initiated (or appear to be 
Initiated) directly by r*u. 
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MliunMui 
Jinuin 19, UN 
Ngi Tw . 


I. 


7 . 


leading SHvoredo*HaMrw ; Sltveredo*|lektra hat became end will continue 
5 reproant i major nvettment wf aura. Until •# gel ft wart experience' 
with H a4 until tha raal attata market pl«tur« beeemee eteerer, yw 
ahauW Uka charge af tha Management Committee. Slharada Itaktra neode 
altar laadarthlp. It currently la fragmented between Utah and tab. 

"Wall Btrseiina , i wall ttraat hat become a major aaurca af capital Par 
siivaraoa, ana tha me ar Investment heuaaa arc beginning ta aark wall 
with ua an capt« collars, awapa, commitments, ate. Our Invelvement with 
thata folk* will grew fay laapa and baunda through tha naat Ova yaara. 
Cordial, effective rotations with thaaa fofca ahauld ba treated and 
maintain** — and you] muat aarva aa "paint man" In thla area. Yaw hava 
tha knowledge, experience, eklll and canfMenca ta feverebly, haneatly 
Impraia thaae playert « and yaw muat In tltt. 


keduclnq Obttadea i \}au ahauld change aur current Board af Dtractere 
situation ta Improve afflclency end reapanaa time and ta rofioe ^ r— lity. 
lat'a admit It ~ the Baerd la a legal necaaalty, but you and Jim central 
tha Cempany and yew 'central tha director* (human nature). You know It 
end they knew it. Bui t don’t believe any af them appreciate the rltka af 
that reality. If theyi did underatend tha magnitude af the potential 
liability (with ar wltnpwt fa ml Ilian af DIO coverage) Inherent In their 
rubberatamp directorships, would they really eerve far fil.aaa ta lia.aaa 
par year! They eheulfn't run tha rteh and we eheuldn't let thma run the 
rlak. 


Additionally, the advantages af aur privately* held Cempany era enermewa. 
Moat significant la ewi ability ta move an oppartunltleo by cenvtnelng you 
and Jim ta do aa. Thi ether dir actor a In reality elmpty ratify aur ecttene 
and daclflana. Why miot manthlyT Why epand elgnlftcent time end monoy 
to provide ton directors with Information that tha majority af them don't 
or won't comprehend* 

In tit# you ahould niduca the number of director* to a bora regulatory 
minimum, reduce the number af director meeting* ta four each year end 
then let tha Exact tlva Committee deal with monthly leeuea end 
requirement*. Only II’ and when wa go pubBc wilt a foil Baerd with 
monthly meeting* bee* no a nec malty. 

•. Motivating Iteff i Yet r motivational Influent* upon eur entire employe* 
population la stronger than auar. Being eteaclated with you le a major 
reeton for their continued voluntary employment, and le a tource of 
pride. You muat cant nue to make yourself available to addreat (end rub 
shoulders with) our iteff at all levels. Those folks who got It done far 
Silverado went and ne ed to experience your breed scope leadership. 


ftKVflm 
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D*fE: February 17, 1938 
TO: Office Tilt* K 

FROM: Jack Grace and Dennis Lacey j 
SUBJECT: Silverado r 

On February 17, 1933 we set with Mike wise, Rick Vanderpool and Bob 
Lewis to discuss the natters contained m Dennis Lacey's Internal 
memorandum dated February S, 1938. 

Prior to the meeting, we had discussed the situation with Jerry Walker 
and Alan May. 

we presented the natters contained In that memorandum to the 9 roup; 
their connents were: 

1. They characterized the March 10, 1987 aectlng with the FHLBB as a 
meeting that should not have been held and was only a fact finding 
mission. Hike stated that when he became aware of the meeting, he 
called Dr." HSUffriy, pfesidiW r~TJf Him lupiU THLfll Bank! — ffS O P Tiy 
told Mike he knew of no suen meeting. Mowbray checked and called 
Mike back stating that there was a meeting, but that he would not 
be attending as he felt It was premature. 

They stated that "cease and desist” never came up at the meeting. 
The meeting was a discussion of matters that the examiners were 
looking into - basically, it was the company explaining certain 
transactions . 

The only stipulation placed upon them from the meeting in their 
minds was that they would sell no more Interests in the pool 
without regulatory approval. They pointed out that they have sold 
significant amounts since that time, so It Is obvious that this 
stipulation was not that significant. 

Bob and Mike both stated that they felt good after the meeting and 
thought that any concerns would be satisfactorily resolved. Rick 
stated that it was his reaction that the examiners had "been run 
out of town as they didn't know what they were talking about.” 

As regards the self-imposed restrictions outlined In Mike's March 
20th memorandum, they stated that this was for the most part only a 
reiteration of their business plan that they had previously 
submitted to the FHLBB . They felt that a clear indication of their 
expected future course of action would set the examiners minds at 
ease. Mike said It was an offensive move to squash any concerns. 

The company was not aware of any serious concerns by the examiners 
until the meeting. They said that an examiner named Dorothy had 
made presentations to the Board of Directors prior to the meeting 
and even after the March 10th meeting during which no concerns were 
raised. They brought in copies of the minutes which supported 
their remarks. They Informed us that the examiner who arranged the 
meeting was replaced and "got his hands slapped" as the meeting was 
premature. Rick stated that Dorothy Is no longer in the 

examination division and now has a clerical job with the FHLBB. 
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MM OtpMll OwpaoVt* 

fl|J| MyAA 

WlHiPS w» — 


Sr*cAJ? 


IUy 17# 1990 


MAY 1? 1990 


Mr. Anthony I, Colo 
Minority Staff Dlroetor 
and Gsnaral Counool 
Coanlttes on Banking, rlnanoo 
and Urban Affairs 
Heusa of laprooantativas 
Washington, D.C. B0S18 

Osar Tonyt 

Xn rasponsa to yosr r a n as t latter ragardlng anfsroa as nt actions, 
vs aro unablo to find any In a t a n oa tears tbs f nda ral Doposit 
Znanranoo Corporation has initiated a sasoa and dosirt aotion 
undar • aotion ■ (b) of ths Vox Art against an institution or its 
affiliated partiaa after tea institution has failad. 

Zt should ba noted, howrvar, that tea n>zc has bad savsral 
instanoaa tears S(b) notions vara initiated and ponding at tha 
tins tha aubjsot institution failad. 

us know if vs oan ba of furthor assistanoo. 

sinosroly, 

Nth l. eiiBo 

Dimeter 
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UNITED STATES Or AMERICA 
Before The 

OrriCE OF THRIFT SUPERVISION 


In the Hatter of 

HICHAEL R. WISE, 

W. JAKES METZ, 

NEIL H. BUSH, and 
RUSSELL MURRAY, 

Former Officers and/or 
Directors of Silverado 
Banking, Savings and Loan 
Association, 

and 

RONALD JACOBS, 

A Person Formerly Partici- 
pating in the Conduct of the 
Affairs of Silverado Banking, 
Savings and Loan Association, 

Denver, Colorado. 


Re: Enforcement Review 

Committee Resolution 
No. ERC-90- 


Dated: 


NOTICE OF INTENT TO PROHIBIT 
AND NOTICE OF HEARING 


The Office of Thrift Supervision ("OTS") is of the opinion 
that (1) Messrs. Michael R. Wise, W. James Metz, Neil H. Bush, 
Russell Murray, and Ronald Jacobs ("Respondents") willfully 
violated applicable laws, rules, or regulations, or engaged or 
participated in unsafe or unsound practices in connection with 
the management of Silverado Banking, Savings and Loan Associa- 
tion, Denver, Colorado ("Silverado Banking" or "the Associa- 
tion"), or willfully breached their fiduciary duty to Silverado 
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Banking; and (2) Silverado Banking suffered substantial financial 
loss or other damage as a result of Respondents' conduct, or 
Respondents received financial gain by reason of such conduct; 
and (3) Respondents' conduct involved personal dishonesty, or 
demonstrated a willful or continuing disregard for the safety or 
soundness of Silverado Banking. 

Further, the OTS is of the opinion that one or more of the 
Respondents (1) engaged in conduct or practice with respect to 
another business institution which resulted in substantial finan- 
cial loss or other damage to such other institution; and 
(2) thereby evidenced personal dishonesty, or a willful or con- 
tinuing disregard for its safety and soundness; and (3) evidenced 
unfitness to serve as a director or officer, or otherwise to 
participate in the conduct of the affairs, of an insured insti- 
tution. 

Therefore, in accordance with the provisions of Section 
407(g) of the National Rousing Act, 12 U.S.C. f 1730(g), and 
Section 8(e) of the Federal Deposit Insurance Act, 12 U.S.C. 
f 1818(e), as amended by the Financial Institutions Reform, 
Recovery, and Enforcement Act of 1989, Pub. L. No. 101-73, 103 
Stat. 183, 453-57, OTS hereby issues this Notice of Intent to 
Prohibit and Notice of Hearing. 


Page 2 
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I. JURISDICTION 

1. Silverado Banking was, until December 9, 1988, a state- 
chartered savings association organized under the laws of the 
State of Colorado and having its principal place of business in 
Denver, Colorado. 

2. At all relevant times, the accounts of Silverado Banking 
were insured by the Federal Savings and Loan Insurance Corpora- 
tion pursuant to Section 403(b) of the National Housing Act, 

12 U.S.C. g 1726(b). 

3. Silverado Financial Corporation ("Silverado Financial" 
or the "Holding Company”) was formed on or about June 30, 1986, 
to be a holding company for Silverado Banking. In consequence, 
it was a savings and loan holding company within the meaning of 
the Holding Company Act, 12 U.S.C. S 1730a. 

4. (a) Until August 9, 1989, the Federal Savings and Loan 
Insurance Corporation ("FSLIC”) was the regulatory agency with 
jurisdiction over federally insured, state-chartered savings 
associations, pursuant to Section 407 of the National Housing 
Act, 12 U.S.C. f 1730. 

(b) As of August 9, 1989, pursuant to the provisions 
of FIRREA, the OTS succeeded to the interests of the FSLIC with 
respect to the supervision and regulation of all savings asso- 
ciations, and, thus, became the appropriate Federal banking 
.agency with jurisdiction over Silverado Banking and persons 
participating in the conduct of the affairs thereof. 
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5. As an insured institution, Silverado Banking was at all 
tines subject in all respects to the Insurance Regulations 
pursuant to Section 403(b) of the National Housing Act, 12 U.S.C. 
S 1726(b). 

6. As a savings and loan holding company, Silverado Finan- 
cial was at all times subject in all respects to the Holding 
Company regulations pursuant to the Holding Company Act. 

7. The OTS, as successor to the FSLIC, has jurisdiction to 
maintain a proceeding to determine whether an Order of Pro- 
hibition should issue against former directors, officers, and 
persons participating in the conduct of the affairs of an insured 
institution. 


II. THE SILVERADO STRUCTURE 

8. As of June 29, 1986, the Silverado corporate structure 

included, among other entities: Silverado Banking; Silverado 

Investment Corporation, its wholly owned investment subsidiary 
("SIC" or "the Service Corporation"); and Silverado-Elektra 
Venture, a joint venture of which 50% was owned by the Service 
Corporation and 50 % was owned by a partnership consisting of 
Richard Schierberg and Steven Arent ("SEV" or "the Real Estate 
Joint Venture"). 

9. As described more fully in Count 1 below, Silverado 
Financial was created on June 30, 1986, to be a holding company 
for Silverado Banking. 
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10. The Silverado Banking Investment Committee ("Investment 
Committee") was responsible for review and approval of major 
loans and investments and for making recommendations to the Board 
of Directors on major loans and investments it did not itself 
decide. 

III. RESPONDENTS 

11. Michael Wise was chairman of the board of directors of 

Silverado Banking, and its chief executive officer. Until the 
creation of the Holding Company, he owned approximately 9.68% of 
the common stock of Silverado Banking. After the creation of the 
Holding Company, respondent Wise became a shareholder of the 
Holding Company. He remained chairman of the board of Silverado 
Banking and became a director, president, and treasurer of the 
Holding Company as well. He also was Chairman of Silverado 
Investment Corporation. He was Chairman of the following enti- 
ties owned and controlled by Silverado Banking: Silverado 

Funding Corporation, SB Property, Inc., Silverado Capital Cor- 
poration, Silverado Insurance Agency, Chamber s-Tower tl, Inc., 
and Gun Club Land Corporation. Wise was a member of Silverado 
Banking's Investment Committee. As described in Part V, below, 
he engaged in conduct that demonstrated continuing disregard for 
the safety and soundness of Silverado Banking and Silverado 
Financial . 

12. James Metz was a director of Silverado Banking and a 
consultant under contract to Silverado Banking. Until the 
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creation of the Holding Company, he owned approximately 64.46% of 
the common stock of Silverado Banking. After the creation of the 
Holding Company, he becaae the controlling shareholder of the 
Holding Coapany. He reaained a director of Silverado Banking, 
and was also a director and vice president of the Holding Com- 
pany. Additionally, he was a director of the Service Corporation 
as well as Silverado Funding and Silverado Capital Corporation. 

As described in Part v, below, he engaged in conduct that deaon- 
strated continuing disregard for the safety and soundness of 
Silverado Banking and Silverado Financial. 

13. Neil Bush was a director of Silverado Banking from 
August 22, 1965, until August 8, 1988. He served on the Com- 
pensation Committee and the Audit Committee of the Association's 
board of directors. As described in Part V, below, he engaged in 
conduct that demonstrated continuing disregard for the safety and 
soundness of Silverado Banking. 

14. Russell Hurray was Silverado Banking's executive vice 
president for lending. From time to time, he also was president 
of the Service Corporation, in addition to SB Property, Inc., 
Chambers -Tower II, Inc., and Gun Club Land Corporation, invest- 
ments owned and controlled by Silverado Banking. He was a member 
of Silverado Banking's Investment Committee. As described in 
Part V, below, he engaged in conduct that demonstrated continuing 
disregard for the safety and soundness of Silverado Banking. 
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15. Ronald Jacobs was outside counsel to Silverado Banking 
and the Holding Company, and a director and incorporator of the 
Holding "Company. He participated in the conduct of the affairs 
of the Association in connection with loans, purchases of proper- 
ty* applications, the recapitalization of Silverado Banking, and 
the formation of its Holding Company. As described in Part V, 
below, he engaged in conduct that demonstrated continuing dis- 
regard for the safety and soundness of Silverado Banking and 
Silverado Financial. 


IV. THE FINANCIAL CONDITION AND 
FAILURE OF SILVERADO BANKING 

16. During 1985, Silverado Banking's assets increased 
approximately 59.2% but its regulatory capital as a percentage of 
its liabilities declined from 6.2% to 4.7%. During 1986, its 
assets increased approximately 20% and its regulatory capital/ 
liabilities ratio temporarily increased to 5.1%. However, by the 
end of 1987, Silverado Banking's regulatory capital/liabilities 
ratio decreased to 2.9%, and it became insolvent in 1988. These 
percentages are based upon Silverado Banking's Thrift Financial 
Reports prepared by its management. See Table. As described in 
the following paragraphs, in 1986 Silverado Banking's management 
engaged in series of unsafe or unsound transactions they called 
the "Quid Pro Quo Program.” Silverado Banking engaged in a 
series of transactions, such as lending or property purchases, 
where excessive funds were lent or paid, and part of the excess 
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was used to acquire Silverado Banking securities or other assets. 
Thus, many of its assets were overstated, it funded its own 
preferred stock sales and therefore, its regulatory capital was 
significantly less than reported. 


(000s Omitted) 

9 Months 

Tear Ended December 31 Ended 

T§84 1955 155? T957 9/30/88 


Total Assets (TA) 
Commercial Real Estate 

$953,353 

$1,517,478 

$1,820,382 

$2,218,051 

$2,315,993 

and Land Loans 

646,414 

958,628 

1,106,477 

1,335,738 

1,021,181 

Total Liabilities (TL) 

897,383 

1,449,489 

1,732,690 

2,178,025 

2,483,773 

Brokered Deposits 

142,561 

127,322 

261,432 

324,732 

431,049 

Regulatory Capital (RC) 

55,970 

67,989 

87,692 

63,451** 

(138,277) 

Minimum Capital Requirement N/A 

54,821 

55,662 

160,155 

149,209 

RC/TL 

6.22 

4.72 

5.12 

2.92 

(5.6)2 

Annual Liability Grovth 

130.42 

61.52 

19.52 

25.72 

18.72 

Scheduled Items (SI)*** 

22,819 

88,924 

22,378 

492,477 

743,563 

SI/TA 

2.42 

5.92 

1.22 

22.22 

32.12 

Loan Pees 

16,658 

11,949 

10,224 

6,604 

0 

Operating Expenses 

19,574 

26,985 

34,821 

40,159 

25,720 

Compensation **** 

8,143 

10,719 

12,785 

13,673 

9,583 

Loan Loss Provisions 

3,250 

4,115 

11,816 

41,378 

194,555 

Interest Margin 

3,923 

12,406 

2,595 

22,943 

31,375 

Net Operating Income (Loss) 12,165 

7,822 

(29,448) 

(22,254) 

326 

Net Income (Loss) 

6,115 

7,980 

(15,737) 

(32,918) 

(209,067) 


* Includes general loss allovances of $29,503. 

** Includes general loss allovances of $23,425. 

*** The Oecenber 31, 1987, and September 30, 1988, SI amount reflects total 
substandard assets. 

**** Includes directors' fees and expenses and officers' and employees' 
salaries and expenses. 


17. On December 9, 1988, the Commissioner, Division of Sav- 
ings and Loan, State of Colorado revoked Silverado Banking's 
certificate of authority to do business, took possession of the 
institution, and closed it. Silverado Banking was placed into 
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receivership by the Federal Home Loan Bank Board ("FHLBB") as 
operating head of the FSLIC, pursuant to FHLBB Resolution No. 
88-1274 r on the grounds, inter alia , that it was insolvent* and 
had been closed pursuant to state law. 

V. VIOLATIONS, UNSAFE AND UNSOUND PRACTICES, 

AND BREACHES OF FIDUCIARY DUTY 

Count 1-12 U.S.C. § 1730(g)(1), (g)(2) 

Holding Company Loans 
(Hichael wise, James Metz, 

Russell Murray, and Ronald Jacobs) 

18. SUMMARY OF COUNT 1: In June 1986, respondents Metz and 

wise owned almost all of the common stock of Silverado Banking. 
There were several convertible preferred shareholders who had the 
right to convert their preferred, nonvoting stock to common stock 
if Silverado Banking failed to pay dividends in four consecutive 
quarters. In that case, respondents Metz and Wise would lose 
control of the Association. In early 1986, Wise and Metz anti- 
cipated that Silverado Banking might be unable to pay dividends 
to its preferred shareholders for four consecutive quarters. At 
the same time, respondents Metz and Wise had large loans due to 
commercial banks, secured by their Silverado Banking common 
stock. On June 30, 1986, Silverado Financial was formed. With 
the exception of Silverado Banking's Class A Preferred, all 
classes of Silverado Banking's preferred nonvoting stock were 
converted to preferred nonvoting stock of the Holding Company. 
Silverado Banking lent money to the Real Estate Joint Venture to 
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buy property, on condition that the. seller use part of the sales 
price to purchase Holding Company preferred stock. Those funds 
were used by the Holding Coapany to prepay dividends to the 
preferred shareholders, and to lend funds to Wise and Metz to 
enable then to redeea their pledged Silverado stock. Thus, 
Silverado Banking funded the foraation of the Holding Coapany so 
that loans could be and were aade to Wise and Metz and, in so 
doing, violated the regulations governing transactions with 
affiliated persons, as described aore fully below. The loans to 
wise and Metz are now in default. 

19. Prior to the foraation of the Holding Coapany on June 
30, 1986, the ownership of Silverado Banking's common stock was 
as follows: 

James Metz 84.46% 

Michael Wise 9.68% 

Others 5.86% 

20. As of June 30, 1986, Silverado Banking had six classes 
of convertible preferred stock outstanding, each class of 
preferred stock was convertible to common stock upon Silverado 
Banking's failure to pay dividends to the preferred stockholders 
for four consecutive quarters. 

21. If the preferred stockholders had converted their 
shares to common stock, they could have taken control of 
Silverado Banking. 

22. In connection with the audit of Silverado Banking's 
1985 financial statements, its auditors proposed adjustments that 
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could have required the establishment of loss reserves large 
enough to prevent the payment of dividends to preferred stock- 
holders “in four consecutive quarters. 

23. On June 30 r 1986, Silverado Financial Corporation was 
formed as a holding company for Silverado Banking. 

24. Upon formation of the Holding -Company, wise and nets 
exchanged their Silverado Banking common stock for 100% of the 
Holding Company's common stock. With the exception of the 
Silverado Banking Class A preferred shareholders, the preferred 
shareholders received an equals .number of shares of preferred 
nonvoting stock ot the Holding Company. These preferred shares 
were identical in every respect to those the preferred share- 
holder held in Silverado Banking except they were not convertible 
to common stock. 

25. Respondent Jacobs guided Silverado Banking through this 
recapitalization and formation of the Holding Company, and 
advised on the legality of this transaction. 

26. Respondents wise. Hurray and Jacobs knew or should have 
known that the price paid for the purchase of the additional 
interests in Gun Club and Broomfield 400 was excessive. 

27. Silverado Banking, through its subsidiaries, has 
incurred substantial losses on the Gun Club and Broomfield 400 
investments. 

28. At the time of its formation, on June 30, 1986, Silver- 
ado Financial had no cash. 
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29. The agreement for the purchase of the additional 
interests in Gun Club and Broomfield 400 expressly required the 
vendors to purchase $7 Billion worth of Silverado Financial 
securities. 


30. On June 30, 1986, the sane day that the Holding Company 
was formed, Walters purchased $7 million worth of Class E Holding 
Company preferred stock. 

31. The Holding Company used proceeds of the preferred 
stock sale as follows: 


Loan to James Nets 
Loan to Michael wise 
Prepaid dividends to 
preferred shareholder 
Bill Walters 
Prepaid dividends to 
other pfd. shs. 


$2,541,500 

1,450,000 

1,457,649 

1,433,675 


TOTAL 


$6,882,830 


32. The Holding Company loans to respondents Wise and Metz 


were made on the same day that the Holding Company was formed, 

and on the following terms: 

Term: 5 years, extendible up to 5 addi- 

tional years at the borrower's 
option. 

Interest: Prime 4- 1%. 


Payments: Interest-only, to be made quarter- 

ly; borrower has the right to defer 
up to four payments. 

Collateral: Negative pledge of SFC stock. 


33. Prior to June 30, 1986, respondent Wise had outstanding 
a loan from Cherry Creek National Bank, Denver, Colorado, in the 
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amount of $1,050,000. That loan was secured by his shares of 
Silverado Banking common stock. 

34. On June 30, 1986, respondent Nets had outstanding a 
loan from the United Bank of Denver, Denver, Colorado, in the 
amount of $2.4 million. That loan was secured by his shares of 
Silverado Banking common stock, and United Bank of Denver had 
informed Nets that the loan would not be extended past June 30, 
1986. 

35. Respondents Wise and Metz used the proceeds of the 
Holding Company loans to repay their loans to Cherry Creek 
National Bank and the United Bank of Denver, respectively. 

36. Respondents wise and Nets never made any payments of 
principal or interest on the Holding Company loans, which are now 
in default. 

37. Respondents wise and Metz were affiliated persons of 
Silverado Banking within the meaning of 12 C.P.R. S 561.29. 

38. Silverado Banking was forbidden to make loans to 
affiliated persons of the type and on the terms granted by the 
Holding Company to respondents Wise and Metz. 12 C.r.R. 

S 563.43(b). 

39. The Holding Company was forbidden to engage in any 
activity for or on behalf of Silverado Banking for the purpose or 
with the. effect of evading any regulation applicable to Silverado 
Banking. 12 U.S.C. S 1730a(c)(l) and 12 C.r.R. S 584.2(a). 
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40. As counsel to Silverado Banking and the Holding Com- 
pany, respondent Jacobs advised that the restrictions of 

12 C.F.R. SS 563.43(b) and 584.2(a) did not prevent the Asso- 
ciation from funding these transactions and the Holding Company 
from making the loans to respondents Wise and Metz. 

41. Respondent Wise was a director and Investment Committee 
member of Silverado Banking, and voted to approve the disburse- 
ment of funds for the purchase of additional interests in Gun 
Club and Broomfield 400. 

42. When respondent Wise voted to approve the disburse- 
ments, he did so knowing that proceeds would be used to fund a 
loan to himself. 

43. Respondent Nets was a director of Silverado Banking, 
and voted to approve the disbursement of funds for the purchase 
of additional interest in Gun Club and Broomfield 400. 

44. When respondent Hetz voted to approve the disburse- 
ments, he did so knowing that proceeds would be used to fund a 
loan to himself. 

4$. Respondent Hurray was an Investment Committee member of 
Silverado Banking and voted to approve the disbursement of funds 
for the purchase of additional interest in the Gun Club and 
Broomfield 400. 

46. Respondent Wise as a director and Investment Committee 
member of the Real Estate Joint Venture, and voted to draw funds 
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from Silverado Banking and to purchase additional interests in 
Gun Club and Broomfield 400. 

47. " Respondent wise was a director and shareholder of the 
Holding Company, and voted to approve the Holding Company loan to 
respondent Nets. 

48. Respondent Metz was a director and shareholder of the 
Holding Company, and voted to approve the Holding Company loan to 
respondent wise. 

49. Respondent Jacobs was a director of the Holding Com- 
pany, and voted to approve the Holding Company loans to respon- 
dents wise and Hetz. 

50. Respondents Wise, Netz, and Jacobs willfully committed 
regulatory violations, in that they caused the Holding Company to 
make loans to respondents Wise and Netz, on behalf of the Asso- 
ciation with the effect of evading the limitations on loans to 
affiliated persons, in violation of 12 U.S.C. $ 1730a(c)(l) and 
12 C.P.R. S 584.2(a). 

51. Respondents Wise, Netz, and Nurray willfully engaged or 
participated in an unsafe and unsound practice in connection with 
the management of Silverado Banking, in that they caused the 
Association to disburse funds for the purchase of property at a 
price that they knew or should have known to be excessive and 
inflated. 

52. Respondents Wise and Netz willfully breached their 
fiduciary duty to Silverado Banking, in that they caused the 
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Association to disburse funds knowing that they would receive 
some portion thereof, contrary to the regulations governing 
transactions with affiliated persons, 12 C.r.R. 5 563.43(b). 

"53. Through their improper conduct, respondents Wise and 
Metz willfully received financial gain in that they each obtained 
a large loan on preferential terms. 

54. Through their improper conduct, respondents Wise, Metz, 
and Jacobs willfully caused financial loss to Silverado Finan- 
cial, in that Wise and Metz obtained and have failed to repay 
substantial sums of money. 

55. Through their improper conduct, respondents Wise, Metz, 
Hurray, and Jacobs willfully caused financial loss to the Real 
Estate Joint Venture, in that they caused it to purchase property 
interests at a price substantially greater than the fair market 
value thereof. 

56. Respondent Jacobs breached his fiduciary duty to 
Silverado Banking, in that he knowingly misstated the law; or so 
negligently advised the Association and/or the Holding Company 
that he should have known that he was misstating the law. 

57. Respondent Jacobs committed regulatory violations, in 
that he caused the Holding Company to make loans to respondents 
Wise and Metz on behalf of the Association with the effect of 
evading the limitations on loans to affiliated persons, in 
violation of 12 C.F.R. 5 584.2(a). 
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58. Through his inproper conduct, respondent Jacobs caused 
substantial financial loss to Silverado Financial# in that he 
caused it to make substantial loans which have not been repaid 
and to acquire property at inflated values. 

59. Through his improper conduct# respondent Jacobs evi- 
denced personal dishonesty, in that he advanced and purported to 
rely upon a legal opinion which he knew misstated the law. 

60. Through his improper conduct# respondent Jacobs has 
evidenced his unfitness to participate in the conduct of the 
affairs of an insured institution. 

Count 2-12 U.S.C. $ 1730(g)(1) 

Loans to One Borrower - Bill Walters 
(Michael Wise# Russell Murray# and Ronald Jacobs) 

61. SUMMARY OF COUNT 2: From time to time# Mr. Walters or 

entities he owned or controlled# borrowed money from Silverado 
Banking to purchase property or fund proposed developments. In 
December 1985# entities he owned or controlled sought loans from 
Silverado Banking that would exceed the limit on the amount of 
loans to one borrower prescribed by federal regulations. In 
order to evade the prohibition, Silverado Banking management and 
Jacobs caused Walters to restructure his interests in four 
partnerships to secrete his interest. As a result# funds were 
lent to his associates, knowing that Walters would later reenter 
the ventures. Thus# respondents wise and Murray intentionally 
hid Walters's interest in order to conceal a violation of federal 
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regulations and an unsafe or unsound concentration of loans. 
Silverado Banking continued to make loans to Walters or entities 
he owned'or controlled in violation of the federal regulation, 
and incurred substantial losses, as more fully described below. 

62. In 1985, Walters and two business associates, Messrs. 
Burt Heimlich and Howard Farkas, were partners in four partner- 
ships sometimes referred to as the ConDril or Heimlich-Farkas 
partnerships; Walters had a 50% partnership interest in each. 

63. In 1985, the ConDril partnerships sought a $26 million 
loan from Silverado Banking to purchase certain properties. 

64. At all pertinent times, federally insured savings 
institutions were prohibited from making loans to any one 
borrower in an aggregate amount exceeding the institution's 
regulatory capital. 12 C.F.R. f 563.9-3. 

65. As of November 30, 1985, Silverado Banking reported 
regulatory capital of $65,596,000. 

66. As of December 15, 1985, Silverado Banking had loans 
outstanding to Walters or his related entities ("Walters Inter- 
ests") as follows: 

Boston and Champa $24.00 million 

Funplex 12.25 million 

Cherry Hills 1.50 million 

Block 1 11.00 million 

$48.75 million 

67. If Silvemado Banking had made a $26 million loan to the 
ConDril partnerships, the loan would have violated the regulation 
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limiting loans to one borrower. Respondent Jacobs noted the 
problem and suggested a restructing of the partnerships. 

68. " On Silverado'.s initiative, representatives of Silver- 
ado, including Jacobs, worked with representatives of Walters to 
reduce Walters's participation in the ConDril partnerships before 
the loan was granted, knowing that Walters would remain a real 
party in interest. 

69. As a member of Silverado Banking's Investment Commit- 
tee, respondent Murray voted to approve the ConDril partnership 
loan, knowing that Walters would remain a real party in interest. 

70. As chairman of the board of directors of Silverado 
Banking, respondent wise voted to approve the ConDril partnership 
loan, knowing that Walters would remain a real party in interest. 

71. Silverado Banking granted the ConDril partnership loan 
on or about December 16, 1985. 

72. By making the ConDril partnership loan, Silverado Bank- 
ing exceeded the federal limit on loans to one borrower by 
$9,154,000. 

73. Silverado Banking has incurred substantial losses on 
the ConDril partnership loan. 

74. Silverado Banking has incurred losses on the Punplex 
loan of at least $4.7 million. 

75. In September 1986, the $24 million Boston and Champa 
loan was retired and in December 1986, the $11 million Block 1 
loan was retired. 
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76. However, Walters Interests obtained an $18.5 Million 
loan on the Aurora Galleria project in September 1986, which was 
increased to $44 Million in December 1986. 

77. Further, Walters Interests obtained a $4.3 Million 
letter of credit and commitment on the Forest Highlands project 
in December 1986. 

78. As of December 31, 1986, Silverado Banking had loans 
and commitments outstanding to Walters Interests as follows: 


Cherry Hills 
Aurora Galleria 
Forest Highlands 
Funplex 

ConDril Partnerships 


79. As of November 30, 1986, 


$ 1.50 million 

44.00 million 
4.30 million 

12.25 million 

26.00 million 


$88.05 million 
Silverado Banking reported 


regulatory capital of $64,571,000. 


80. As a member of Silverado Banking's Investment Commit- 
tee, respondent Hurray voted to approve the Aurora Galleria and 
Forest Highlands loans. 

81. As chairman of the board of directors of Silverado 


Banking, respondent Wise voted to approve the Aurora Galleria and 
Forest Highlands loans. 

82. By making the Aurora Galleria and Forest Highlands 
loans, Silverado Banking exceeded the federal limit on loans to 
one borrower by $23,479,000. 

83. Silverado Banking has incurred losses on the Aurora 
Galleria loan of at least $28.2 million. 
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84. Silverado Banking has incurred losses on the Forest 
Highlands loan of at least $900,000. 

85. " In March 1987, Walters Interests obtained a $3.3 mil- 
lion loan on the King Ranch project, bringing the total borrow- 
ings to $91.65 aillion. 

86. As of February 28, 1987, Silverado Banking reported 
regulatory capital of $86,232,000. 

87. Respondents Wise and Hurray voted to approve the King 
Ranch loan. 

88. By making the King Ranch loan, Silverado Banking 
exceeded the federal limit on loans to one borrower by 
$5,418,000. 

89. The King Ranch loan is now in foreclosure, and Silver- 
ado Banking has incurred losses thereon of at least $1.7 million. 

90. Respondents Wise, Murray, and Jacobs willfully commit- 
ted regulatory violations, in that they caused the Association to 
make loans in excess of the limitation set forth in 12 C.F.R. 

S 563.9-3. 

91. Respondents wise, Murray, and Jacobs willfully engaged 
in an unsafe and unsound practice in connection with the manage- 
ment of Silverado Banking, in that they caused the Association to 
make loans to one borrower in excess of its regulatory capital. 

92. Respondents Wise, Murray, and Jacobs willfully breached 
their fiduciary duty to Silverado Banking, in that they concealed 
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from the directors of Silverado Banking knowledge nf a scheme to 
evade the limitation on loans to one borrower. 

93.' Through their improper conduct, respondents wise. 
Hurray and Jacobs willfully caused loss to the Association, in 
that they caused the disbursement of funds which have not been 
repaid. 


Count 3-12 U.S.C. 5 1730(g)(1) 

Quid Pro Quo Program: Neusteters' Building 

(Hichael wise and Russell Hurray) 

94. SUHHARY OF COUNT 3: Two developers sought a loan of 

about $15 million. Silverado required that they borrow approxi- 
mately $26.5 million, on the basis of an inflated appraisal, and 
use the excess proceeds to purchase securities and property in 
foreclosure. The loan is now in default; Silverado Banking has 
incurred losses of at least $13.2 million, as more fully de- 
scribed below. 

95. Jeffrey Selby and Allen Gerstenberger are Denver real 
estate developers specializing in historic rehabilitation. 

96. In 1986, Messrs. Selby and Gerstenberger acquired an 
option to purchase a property in downtown Denver known as the 
Neusteters' Building. 

97. In attempting to secure financing for the purchase and 
rehabilitation of the Neusteters' Building, Messrs. Selby and 
Gerstenberger contacted or made proposals to approximately 100 
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possible lenders or joint-venture partners including Silverado 
Banking. None expressed any interest at first. 

98. " An officer of Silverado Banking later telephoned 
Messrs. Selby and Gerstenberger and invited the* to submit a loan 
proposal . 

99. Messrs. Selby and Gerstenberger were requesting a $15 
million loan. 

100. As a condition to lending the amount required for 
acquisition of the Neusteters' Building, Silverado Banking 
required : 

(a) that the loan be made in the amount of approxi- 
mately $26 million, or approximately $5 million more than the 
anticipated cost of the project and approximately $11 million 
more than requested; 

(b) that $3.75 million of the excess loan proceeds be 
used to purchase an interest in a Silverado Banking loan that was 
then in foreclosure; and 

(c) that $1.25 million of the excess loan proceeds be 
used to purchase Holding Company preferred stock. 

101. Respondents Wise and Murray, as members of Silverado 
Banking's Investment Committee, reviewed and voted to approve the 
Neusteter's loan. 

102. Respondent Wise, as chairman of the board of directors 
of Silverado Banking, reviewed and voted to approve the Neu- 
steter's loan. 
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103. The appraisal upon which Silverado Banking based the 
Neusteter's building loan was materially deficient, in that: 

(a) it failed to comply with the requirements of 
FHLBB Memorandum R 41c, describing the form and content of 
appraisals used to support loans secured by real estate; 

(b) a significant portion (55%) of the property value 
was based on the projected value of transferable development 
rights, which was substantially unsupported and speculative; and 

(c) it significantly overstated the value of the 
Neusteters' property. 

104. Respondents wise and Murray knew or should have known 
that the appraisal was defective, and that it overstated the 
value of the Neusteters' property. 

105. The Neusteter's loan is now in default; Silverado 
Banking has incurred losses of at least $13.2 million. 

106. Respondents Wise and Murray willfully committed 
regulatory violations, in that they caused the Association to 
disburse funds on the basis of an appraisal that they knew or 
should have known was materially deficient, in violation of 
12 C.F.R. S 563.17-l(c)(l) and FHLBB Memorandum R 41c. 

107. Respondents Wise and Murray willfully engaged or 
participated in and unsafe and unsound practice in connection 
with the management of Silverado Banking, in that they willfully 
caused the Association to disburse funds for the purchase of 
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property at a price that they knew or should have known to be 
excessive and inflated. 

108. Through their improper conduct, respondents Wise and 
Hurray caused substantial loss or other injury to Silverado 
Banking, in that they willfully caused Silverado Banking to 
advance substantial sums on inadequate security, which sums have 
never been repaid. 

Count 4-12 U.S.C. $ 1730(g)(1) 

Quid Pro Quo Program: SDC Land Partners Loan 

(Michael wise and Russell Hurray) 

109. SUHMARY OF COUNT 4: A Texas developer sought to re- 

finance his debt on four parcels of real estate. The largest 
parcel was appraised by a commercial bank at a value of 

$52.4 million. Silverado Banking appraised the other properties 
at $25.3 million. Two commercial banks refinanced these proper- 
ties with loans totaling $40 million. Although the remaining 
appraised value was $37.7 million, Silverado Banking lent 
$73.8 million and accepted a second lien on the basis of inflated 
appraisals. Silverado Banking required the developer to purchase 
approximately $17.8 million in Silverado Banking securities. 
Subsequently, Silverado Banking lost at least $41.4 million on 
these loans, as described more fully below. 

110. John R. Sullivan is a Texas real estate developer 
specializing in commercial properties. 
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111. In 1983, a company of which Hr. Sullivan was one of 
the principals acquired four properties in the Dallas/Port Worth 
area ("Sullivan Properties”). In 1985, the value at which Hr. 
Sullivan's lender appraised the largest of the properties, known 
as Cityview, was approximately $57 million. 

112. In July 1986, First Republic Bank, Dallas, Texas, 
received an appraisal on Cityview with a value of $52.4 million. 

113. In March 1987, Hr. Sullivan obtained a loan on City- 
view from First Republic Bank. The amount of the loan was 
approximately $36 million. 

114. In March 1987, Mr. Sullivan obtained a loan on the 
other Sullivan Properties f{om Texas American Bank, Dallas, 

Texas. The amount of the loan was approximately $4 million. 

115. In March 1987, Mr. Sullivan obtained a loan on the 
Sullivan Properties from Silverado Banking. The amount of the 
loan was $73.8 million. Silverado Banking used an appraisal on 
Cityview with a value of approximately $118 million; the re- 
mainder of the Sullivan Properties were appraised at about 
$25.3 million, for a total of approximately $143.3 million. 

116. Silverado Banking's lien on the Sullivan Properties 
was junior to the liens of First Republic Bank and Texas American 
Bank. 

117. The total indebtedness on the Sullivan Properties was 
approximately $113 million. 
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118. As a condition to making a loan for refinancing the 
Sullivan Properties, Silverado Banking required, inter alia , that 
approximately $17.8 million of the loan proceeds be used to 

V 

purchase an interest in Silverado Banking securities. 

119. The terms of the Silverado Banking loan provided that 
the borrower, a company of which nr. Sullivan was a principal, 
would receive approximately $23 million at the time of closing, 
without limiting or specifying how the funds were to be used. 

120. As members of Silverado Banking's Investment Commit- 
tee, respondents Wise and Murray reviewed and voted to approve 
the loan to refinance the Sullivan Properties. 

121. Respondents Wise and Hurray knew of the First Republic 
Bank and Texas American Bank senior liens, but never reviewed a 
copy of the appraisals upon which they were based or undertook a 
review of the underwriting of those loans. 

122. The appraisals upon which Silverado Banking based its 
loan to refinance the Sullivan Properties were materially defi- 
cient, in that: 

(a) they failed to comply with the requirements of 
FHLBB Memorandum R 41c, describing the form and content of 
appraisals used to support loans secured by real estate; and 

(b) they significantly overstated the value of the 
Sullivan Properties. 

123. Respondents Wise and Murray knew or should have known 
that the appraisals upon which Silverado Banking based its loan 
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were defective, and overstated the value of the Sullivan 
Properties. 

1247 The Silverado Banking loan to refinance the Sullivan 
Properties is now in default and in process of foreclosure. 
Silverado Banking has incurred losses of at least $41.4 million. 

125. Respondents Wise and Hurray willfully committed 
regulatory violations, in that they caused the Association to 
disburse funds on the basis of appraisals that they knew or 
should have known were materially deficient, in violation of 
12 C.F.R. S 563.17-1 (c)(1) and FHLBB Memorandum R 41c. 

126. Respondents Wise and Murray willfully engaged or 
participated in an unsafe and unsound practice in connection with 
the management of Silverado Banking, in that they willfully 
caused the Association to lend funds for the purchase of property 
at a price that they knew or should have known was excessive and 
inflated. 

127. Through their improper conduct, respondents Wise and 
Hurray caused substantial loss or other injury to Silverado 
Banking, in that they willfully caused Silverado Banking to lend 
large sums on inadequate security, which sums have never been 
repaid. 
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Count 5-12 U.S.C. S 1730(g)(1) 

False Statements to Regulators 
(Michael Wise and Ronald Jacobs) 

128". On or about Nay 27, 1986, Silverado Banking submitted 
to the Federal Home Loan Bank of Topeka ( "FHLBank” ) an applica- 
tion for approval of issuance of $20 million worth of subordi- 
nated debt securities, pursuant to 12 C.F.R. 5 563.8-1. An 
Amended Application dated July 17, 1986, restated the value of 
the securities as $14 million. The application stated that the 
proceeds from the sale of the securities would be used for 
single-family residential loans. The application was approved. 

129. The subordinated debt securities were issued to M.D.C. 
Holdings, Inc., together with $20 million in cash, in exchange 
for all of the outstanding stock of an enterprise known as 
Chamber s-Tower II, Inc. 

130. Chamber s-Tower 11, Inc. owned land and loans secured b 
nonowner-occupied residences and land having a purpored net book 
value of $31 million. 

131. Respondent Wise and Jacobs knew or should have known 
that the representations in the application concerning the use of 
the proceeds was false and misleading. 

132. Silverado Banking incurred substantial losses on the 
assets of Chamber s-Tower II, Inc. 

133. Respondent Wise and Jacobs willfully committed regula- 
tory violations, in that they: 
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(a) willfully mad* or caused to be made false and 
misleading statements to regulators, in violation of 12 C.r.R. 

S 563.181b). 

(b) willfully caused the Association to submit a 
false and misleading application to regulators, in violation of 
12 C.r.R. S 563.18(b). 

134. Respondents Wise and Jacobs willfully engaged or par- 
ticipated in an unsafe and unsound practice in connection with 
the management of Silverado Banking, in that they made and caused 
the Association to make false and misleading statements to 
regulators. 

135. Respondent Jacobs breached his fiduciary duty to 
Silverado Banking, in that he willfully failed to advise the 
Association of the impropriety and consequences of making false 
and misleading statements to regulators. 

136. Through their improper conduct, respondents wise and 
Jacobs caused substantial financial loss to Silverado Banking. 

Count 6-12 U.S.C. $ 1730(g)(1) 

1986 Performance Bonus 
(Michael wise) 

137. Silverado Banking's board of directors approved a com- 
pensation plan under which Silverado Banking's management would 
receive bonuses if Silverado Banking met or exceeded certain 
performance goals in 1986. 
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138. In early 1987, based on Silverado Banking's 1986 
financial statements, respondent wise received a performance 
bonus of~$574 , 000 . 

139. If Silverado Banking had established adequate reserves 
for loan losses and made other appropriate adjustments to operat- 
ing income, Silverado Banking would have shown a loss for 1986, 
and respondent Wise would not have been entitled to receive a 
performance bonus. 

140. Although Silverado Banking later established loan-loss 
reserves respondent wise never repaid the performance bonus he 
received. 

141. As chief executive officer, respondent Wise knew or 
should have known that Silverado Banking's 1986 financial reports 
overstated Silverado Banking's performance. 

142. Respondent Wise willfully breached his fiduciary duty 
to Silverado Banking, in that he accepted and retained a bonus 
which was based upon financial statements that he knew or should 
have known were inaccurate. 

143. Through his improper conduct, respondent Wise evi- 
denced personal dishonesty. 

Count 7-12 U.S.C. S 1730(g)(1) 

Modification of Kenneth M. Good Loans and 
Purchase of his Silverado Banking Stock by wise 
(Michael Wise) 

144. As of December 21, 1986, Mr. Kenneth N. Good ("Good”) 
or entities he owned or controlled had loans outstanding from 
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Silverado Banking totaling over $31.6 Million. The security for 
these loans included parcels of undeveloped land located in the 
Denver metropolitan area; personal guaranties of $8.5 million; 
assignment of a life insurance policy with a face value of 
$5 million; a second lien on Good's residence for $3 million; and 
the anticipated dividends from $10 million worth of Silverado 
Financial preferred stock. 

145. On or about December 22, 1986, the terms and condi- 
tions of Good's loans were modified so that his personal guar- 
anties of approximately $8.5 million, the $5 million life insur- 
ance policy, a $3 million second lien on his personal residence, 
and pledges of dividends on Silverado Financial Class B preferred 
stock were released in exchange for a payment of $3 million. The 
pledges of the anticipated dividends from Silverado Financial 
preferred stock were assigned a present value of $3 million over 
a 12.5 year period by respondent wise. 

146. The modification of Good's loans was negotiated by 
respondent Wise and presented to the board by respondent Metz. 

The directors were told that "creditors (like Silverado Banking) 
may have significant risk relative to Mr. Good's ability to meet 
his financial obligations on (their) investments.” 

147. At the same time, respondent Wise was negotiating the 
modification of Good's loans, he was negotiating to purchase 
Good's Class B Silverado Financial preferred stock. 
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148. The purchase price paid by respondent wise for Good's 
preferred stock was $100,000 in cash and $3.9 million in non- 
recourse personal notes. Respondent Wise has never made any 
payments on the notes. 

149/ Silverado Banking has incurred a loss of at least 
$13.2 million on the loans previously supported by Good's per- 
sonal guaranty and other previously pledged the collateral. 

150. Respondent Wise willfully engaged or participated in 
an unsafe and unsound practice in connection with the management 
of Silverado Banking, in that he caused the Association to sur- 
render personal guaranties and other valuable collateral for less 
than its value. 

151. Respondent Wise breached his fiduciary duty to Silver- 
ado Banking, in that he caused the Association to surrender 
valuable collateral for less than its value while negotiating 
with the borrower to purchase securities. 

152. Through his improper conduct, respondent Wise obtained 
personal gain, in that he obtained Silverado Banking preferred 
stock at a price well below the book value. 

153. Through his improper conduct, respondent Wise caused 
substantial financial loss or other injury to Silverado Banking, 
by causing Silverado Banking to surrender personal guaranties and 
other valuable collateral as described above. 
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Count 8 - 12 U.S.C. $ 1730(g)(1) 

Breach of Fiduciary Duty 
and Transactions with Affiliates 
(Neil Bush) 

154. SUMMARY or COUNT 8: Respondent Bush, through various 

partnerships, engaged in oil and gas exploration in the United 
States and attempted to engage in similar endeavors in Argentina. 
Respondent Bush, was the managing general partner of JNB Explora- 
tion Company, a partnership. Its partners included entities 
owned and controlled by Walters and Good, borrowers from Silver- 
ado Banking and preferred shareholders of Silverado Banking and 
its Holding Company. Respondent Bush, as a director of Silverado 
Banking, voted to approve loans to Walters or entities he owned 
or controlled. Respondent Bush, through one of his partnerships, 
was a beneficiary of a $900,000 line of credit approved by the 
board of Silverado Banking to be used by an entity controlled by 
Good for the benefit of the partnership. In addition, he failed 
to disclose to the other directors his own business interest in 
the line of credit. Respondent Bush also failed to make material 
disclosures during the Silverado board of directors' delibera- 
tions that resulted in Good paying $3 million and being relieved 
of obligations of more than $11 million. Thus, respondent Bush 
violated his fiduciary duty to Silverado Banking and obtained 
personal benefit, as described more fully below. 

COUNT 8A 

155. On August 22, 1985, respondent Bush was elected to the 
Board of Directors of Silverado Banking. 
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156. While respondent Bush was a director of Silverado 
Banking, his primary business and source of income was JNB 
Exploration Company and related entities ("JNB”). 

157. On July IS, 1985, respondent Wise sent a letter to all 
of Silverado Banking's preferred stockholders which stated "Neil 
(Bush) has agreed to abstain from any Board considerations 
regarding Silverado's relations with Hr. Walters ...” 

156. While respondent Bush was a director of Silverado 
Banking and until December 20, 1986, Walters, through Walters 
Petroleum I, Ltd., was a limited partner of JNB. Walters invest- 
ed $150,000 in JNB and thereby provided approximately 50% of the 
original capital. 

159. Respondent Bush voted to approve the following loans 

made to, or purchases of properties from, Walters or entitles he 
owned or controlled ("Walters Interests"): Gun Club, Broomfield 

400, Aurora Galleria, Guaranty Bank, Block 1, and King Ranch. In 
addition, respondent Bush voted to approve a loan to enable the 
borrower to purchase the Boston and Champa Building from Walters 
interests. 

160. As described in Count 2, Silverado Banking incurred 
substantial losses on the loans to Walters Interests, specifi- 
cally the loans and properties described in the preceding para- 
graph. 

161. Respondent Bush willfully breached his fiduciary duty 
to Silverado Banking, in that he voted to approve loans to 
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entities owned or controlled by a significant business partner 
who caused substantial losses to the Association. 

COUNT 8B 

162. During November 1986, Good had a 33.75% interest in 
JNB and, through various entities, was both a general and limited 
partner. He had agreed to provide $1.5 million to JNB for 
working capital and to provide a $5 million demand promissory 
note in January 1987 in return for 80% of the profits. In 
addition. Good had loaned respondent Bush personally $100,000. 

163. During 1986, respondent Bush and Good decided to 
pursue oil and gas exploration in Argentina through a partnership 
involving JNB International, Inc., an entity owned and controlled 
by respondent Bush and another individual, and Good Internation- 
al, Inc., an entity owned and controlled by Nr. Good. In order 
to do business in Argentina, respondent Bush, through JNB Inter- 
national, Inc., and Good International, Inc., were required to 
demonstrate financial resources. 

164. Respondent Bush requested and Silverado Banking agreed 
to write a letter of reference for Good. The letter was used to 
demonstrate financial responsibility of respondent Bush and Good 
in Argentina through their partnership. 

165. At the November 1986, Silverado Banking board of 
directors meeting, the directors approved a $900,000 line of 
credit to Good International, Inc., for use in conjunction with 
its business activities in Argentina and with JNB International, 
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Inc. Respondent Bush abstained "due to an affiliation of his 
company, JNB Exploration, and Good International Inc., the bor- 
rower." The directors were not informed that respondent Bush 
would personally benefit from the line of credit because its 
purpose was to enable Bush to engage in business in Argentina 
through JNB International, Inc. 

166. Respondent Bush willfully caused Silverado Banking to 
violate 12 C.P.R. S 563.43(b) when it granted a commercial loan 
of more than $100,000 for his benefit through entities he owned 
and controlled. 

167. Respondent Bush willfully breached his fiduciary duty 
to Silverado Banking by failing to disclose the benefit he would 
receive from the approval of the line of credit. 

COUNT 8C 

168. As described in Count 7 above, in December 1986, 
Silverado Banking agreed to accept $3 million from Good in ex- 
change for a release of his $8.5 million personal guaranty of 
loans to entities he owned or controlled, release of a $3 million 
second lien on his personal residence, a release of the assign- 
ment of his life insurance policy with a face value of $5 mil- 
lion, and a release of a pledge on the cash flow from $5 million 
of the Holding Company preferred stock. In addition, the floor 
on loan interest rates was removed and loan maturities were 
extended. 


Page 37 



435 


169. The above loan modifications, worth more than $11 mil- 
lion, were granted in exchange for an immediate $3 million pay- 
ment because of Good's reported financial problems. 

170. During December 1986, JNB only had three partners, 
respondent Bush, Good, and another. Among other things, respon- 
dent Bush, as a general partner, guaranteed payment of a $750,000 
loan at a commercial bank. 

171. While the Silverado Banking board of directors were 
considering the Good loan modifications, respondent Bush failed 
to disclose that Good was going to contribute $3,067,029 to JNB 
and that additional funds would be contributed to JNB to repay 
the JNB obligations to a commercial bank, thus substantially 
reducing respondent Bush's personal guaranty of a $750,000 loan. 

172. Respondent Bush willfully breached his fiduciary duty 
to Silverado Banking by failing to disclose to the other direc- 
tors that Good was committed to contribute more than $3 million 
to JNB while the other directors were being told that Good 
probably would not be able to meet his financial obligations. 

173. Respondent Bush's breach of his fiduciary duty, among 
other things, led Silverado Banking to engage in an unsafe or 
unsound act that resulted in the release of substantial personal 
guaranties and other valuable collateral previously provided by 
Good. 
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VI . NOTICE or HEARING 

Notice is hereby given that, pursuant to Section 407(g) of 
the National Housing Act, 12 U.S.C. 5 1730(g), an administrative 
hearing will be held to determine whether an Order of Prohibition 
should be issued against Respondents. The hearing will be held 
in Denver, Colorado, and will commence on (DATE), the exact time 
of day and location to be announced at a later time. The hearing 
will be conducted by an Administrative Law Judge in Accordance 
with the provisions of the Administrative Procedure Act, S U.S.C. 
55 554-557 (1982), and the Rules of Practice and Procedure of the 
Office of Thrift Supervision, 12 C.F.R. 55 509.1 et seq . (1989), 
published at 54 Fed. Reg. 49446 (November 30, 1989) ("Rules"). 

Respondents are hereby directed that each must file an 
Answer to this Notice within 20 days after receiving service. 

The requirements of the Answer and the consequences of failure to 
file an Answer are set forth in the Rules. Respondents are also 
directed, at the same time its Answer is filed, to submit their 
views as to whether the hearing should be public or private. 

ENFORCEMENT REVIEW COMMITTEE 

Rosemary Stewart 
Director of Enforcement and 
Secretary, Enforcement Review 
Committee 
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OFFICE OF THRIFT SUPERVISION 
ENFORCEMENT REVIEW COMMITTEE 

NO. ERC-90- 

Dated : 


WHEREAS , Silverado Banking, Savings and Loan Association, Denver, 
Colorado ("Silverado Banking"), was a state-chartered savings 
association until December 9, 1988, when it was placed into re- 
ceivership by the Federal Host Loan Bank Board ("FHLBB”) as 
operating head of the Federal Savings and Loan Insurance Corpora- 
tion ( " FSLIC" ) , pursuant to FHLBB Resolution No. 88-1274; and 

WHEREAS, at all relevant tines the accounts of Silverado Banking 
were insured by the FSLIC pursuant to Section 403(b) of the 
National Housing Act, 12 U.S.C. 5 1726(b); and 

WHEREAS, until August 9, 1989, the FSLIC was the regulatory 
agency with jurisdiction over federally insured, state-chartered 
savings associations and their directors, officers, employees, 
and persons participating in the conduct of their affairs, pur- 
suant to Section 407 of the National Housing Act, 12 U.S.C. 
S 1730; and 

WHEREAS, as of August 9, 1989, the Office of Thrift Supervision, 
a bureau within the United States Department of the Treasury, 
succeeded to the interests of the FSLIC with respect to the 
supervision and regulation of all federally insured savings 
associations, pursuant to the Financial Institutions Reform, 
Recovery, and Enforcement Act of 1989, Pub. L. No. 101-73, 
101 Stat. 183 ("FIRREA"); and 

WHEREAS, the Director of the Office of Thrift Supervision has 
delegated to its Enforcement Review Committee ( "ERC" ) the 
authority to issue Notices and Orders pursuant to Section 8 of 
the Federal Deposit Insurance Act as amended by FIRREA, to be 
codified at 12 U.S.C. S 1818; and 

WHEREAS, Michael R. Wise, W. James Metz, Neil M. Bush, Russell M. 
Murray, and Ronald H. Jacobs ("Respondents”) were formerly 
directors and/or officers and/or persons participating in the 
conduct of the affairs of Silverado Banking; and 

WHEREAS, the ERC has reviewed a proposed Notice of Intent to 
Prohibit and Notice of Hearing to be issued against Respondents, 
and a recommendation from the Enforcement staff of the Office of 
Thrift Supervision, and a recommendation from the Topeka District 
staff of the Office of Thrift Supervision, and supporting docu- 
mentation; 
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WHEREFORE the ERC finds reasonable cause to believe that Respon- 
dents have engaged in unsafe or unsound practices, or violations 
of applicable law, rule, or regulation; 

NOW, THEREFORE, IT IS RESOLVED that the said Notice of Intent to 
Prohibit and Notice of Hearing is approved and issued. The 
Secretary of the ERC is directed to execute said Notice and to 
serve or designate some suitable person to serve a copy of it, 
with this resolution, upon Respondents and each of them, in the 
■anner provided by the Regulations of the Office of Thrift 
Supervision. The Enforcement staff is authorized to negotiate 
with Respondents for the purpose of obtaining their consent to 
the issuance of a final Order of Prohibition or other appropriate 
relief. 


Enforcement Review Committee 


Rosemary Stewart 
Director of Enforcement and 
Secretary, Enforcement Review 
Committee 



Office of Thrift Supervision 

Department of the Treasury 

1700 G Street, N.W., Washington, D.C. 20552 


January , 1990 


Hr. W. Janes Metz 
1620 E. Layton Drive 
Englewood, CO 80110 

Mr. Neil M. Bush 
49 Glenmore Circle 
Englewood, CO 80110 

Mr. Russell M. Murray 
6434 E. Stanford Avenue 
Englewood, CO 80111 

Ronald H. Jacobs, Esquire 
Sherman & Howard 

2900 First Interstate Tower North 
633 17th Street 
Denver, CO 80202 


Gentlemen: 

Service is hereby made of Enforcement Review Committee 
Resolution No. ERC-90- , dated January , 1990, and the 

accompanying Notice of Intent to Prohibit and Notice of Hearing 
approved and issued by such resolution. 

You have twenty (20) days in which to file an Answer to 
the Notice, pursuant to 12 C.P.R. S 509.14 (1989), republished 
at 54 red. Reg. 49450 (November 30, 1989). In accordance with 
IT C.F.R. SS 509.9 to 509.11 (1989), you must file an original 
and one copy of the Answer with: 

Secretary 

Office of Thrift Supervision 

U. S. Department of the Treasury 

1700 G Street, N.IV. 

Washington, DC 20552 

In addition, you must serve one copy of the Answer upon: 


o 


-VI -353 (448) 



